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Dear Mr. Blowers; 

Herewith is a copy of Dr. Young's report which I understand 
you have agreed to translate for submission to His Excellency, 
the Minister of Finance, 


Sincerely yours, 





THE FOREIGN SERVICE 
OF THE 
UNITED STATES OF AMERICA 





American Embassy 
Jidda, Saudi Arabia 


OFFICIAL = INFORMAL 
RESTRICTED 
August 29, 1953 


Dear Pauls 


am pleased to forward two copies of the final report sub- 
situa eee he 8 ene 


Dr, Young's letter of transmittal is dated October 19, 1952, 
but after his departure he sent corrections which necessitated 
considerable retyping. This was not undertaken until after 
Dr. Stratton's departure. At Dr. Young's request the trans- 
lation was done by the Saudi Monetary Agency, It was submitted 
to the Agency on Januery 6, 1953, and was returned to me only 


Sincerely, 
Jobn A. Dunaway 
Aoting U. S. Director of 
Technical Cooperation in 
Saudi Arable 
Ine - Final report rendered 
by Dr. AN, 
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Fund Stand-By Drawing Accounts 


The Executive Board of the International Monetary 
Fund has adopted a policy statement that will allow the 
Fund to set up drawing accounts for member countries 
which expect to run into temporary balance of payments 
difficulties, The proposed accounts will be established on 
a stand-by basis. A member country will negotiate for 
a drawing account as it would for an immediate draw- 
ing and will be able to borrow all or part of an agreed 
amount at any time during the next six months. 

The new policy will help a member to prepare its 
domestic and foreign economic programs in the knowl- 
edge that a given amount of foreign exchange will be 
available from the Fund if the need should arise. Pre- 
viously, a member has been able to receive only assur- 
ances that it would get a sympathetic hearing if it ran 
into difficulties, but no firm commitment. A number of 
members have been unwilling to rely on this relatively 
uncertain assurance and have felt obliged, in consequence, 
to make their policy decisions on the assumption that 
no Fund help would be forthcoming. 

The establishment of a stand-by system is regarded 
as particularly important, because it is believed that 
fear of a rejection of applications to the Fund has some- 
times deterred members from submitting ordinary re- 
quests for Fund assistance. It is thought that these 
countries have been afraid that a rejection might have 
harmful effects on their foreign exchange position and 
currency stability, 

The stand-by arrangement is expected to make it 
possible for a country to approach the Fund with a 
request for future help on an “if-it-is-needed-and-we- 
don’t-know-now-that-it-will-be” basis, A member request- 
ing the establishment of a drawing account will be re- 
quired to meet the same standards that are now applied 
to any prospective borrower. These include demonstra- 
tions of credit-worthiness, evidence of immediate bal- 
Rice Situation 

Although world rice acreage increased slightly during 
the past year, world production did not expand because 
of a fall in the yield per acre. The area under rice 
cultivation increased from the 1934-38 average of 85.8 
million hectares to 93.9 million hectares in 1950-51 and 
to an estimated 94.8 million hectares in 1951-52. Total 
production was 151.2 million metric tons in 1934-38, 
151.2 million in 1950-51, and 151.3 million (preliminary) 
in 1951-52. 

China, the world’s largest rice producer, has increased 


ance of payments difficulties, and commitments to repay 
within three to five years. A drawing account will be 
set up for six months and will be subject to renewal at 
the end of that period if the Fund, on re-examining the 
applicant’s situation, decides that the renewal is justifiable. 

The new plan is expected to be particularly attractive 
to members who have already borrowed an amount from 
the Fund equal to their “gold tranche” rights. Fund 
policy now provides that members have relatively easy 
access to that part of the quota—generally 25 per cent— 
that was originally paid to the Fund in gold or dollars. 
Thus a member that has not drawn against its gold 
tranche has assurances that it will be able to get Fund 
assistance practically on demand. The drawing account 
device will make it possible for the Fund to give the 
same assurances to members who have exhausted their 
25 per cent borrowing right and want to make certain, 
in advance, that assistance will be available if needed. 

At the same time, it is thought that the new policy 
statement will be welcomed by some of the Fund’s smaller 
members—countries that carry on a sizable foreign trade 
and could run into large foreign exchange difficulties but 
have small Fund quotas and therefore could not count 
on very much help, 

Another illustration of circumstances under which the 
stand-by technique could be used effectively may be 
found in a country that maintains a foreign exchange 
budget and finds that it may incur a deficit in coming 
months. Instead of protecting itself by additional import 
restrictions, the prospect of obtaining an advance assur- 
ance of aid from the Fund to offset the deficit may en- 
courage it to follow this route rather than the restrictive 
one, 

Sources; The Journal of Commerce, New York, N. Y., 
October 31, 1952; The Financial Times, Lon- 
don, England, November 1, 1952. 





slightly both rice acreage and production, Most Asian 
producers, particularly Japan and Pakistan, report a 
lower yield. Thailand has recently reduced its crop 
estimates and increased its stockpile requirements, India’s 
rice production was a little higher than last year’s, but 
was still below the 1930-34 average. Burmese rice pro- 
duction and Indo-Chinese rice exports showed slight 
improvement. 
Source: Food and Agriculture Organization, The State of 
Food and Agriculture: Review and Outlook, 
1952, Rome, Italy, September 1952. 
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Europe 


U.K. Industrial Production 

In the first eight months of this year, total industrial 
production in the United Kingdom was 34 per cent less 
than in the comparable period of 1951. In the first six 
months this year, production seems to have been higher 
in building materials, food, metals, and engineering, but 
lower in most consumer goods. At present, coal and steel 
production are both higher than in 1951, and there has 
recently been some revival in the cotton industry. 

Partly because of increased production, and partly as a 
result of the decision by the Government several months 
ago to adjust the rearmament program so as to lighten 
the burden on engineering, steel has recently become con- 
siderably less scarce. Steel allocations to the motor in- 
dustry are to be increased in the fourth quarter. Because 
of overseas restrictions, car exports have been falling 
consistently, Despite the decision taken early in 1952 
to restrict sales of cars in the domestic market to 60,000 
in the current year, 84,000 had already been sold at 
home by the end of August, and total domestic sales are 
likely to amount to about 150,000 in 1952 as a whole. 
Source: The Economist, London, England, November 1, 

1952. 


Cheap Sterling and Tin Sales 


The Committee of the London Metal Exchange has 
recently called the attention of members to the “deep 
concern” of the Bank of England at the loss of hard cur- 
rency involved in the use of cheap sterling to finance 
tin purchases in London and Singapore. Large quan- 
tities of tin purchased in this way have recently been 
resold in dollar countries, to the detriment of direct 
exports from the sterling area, Members of the Exchange 
have therefore been asked to ensure that any tin pur- 
chased from them “is solely for industrial use in the 
stated country of destination.” 

Source: The Economist, London, England, October 25, 
1952. 


French Foreign Investment Since 1945 

The French Ministry of Finance has announced that 
total investments abroad from 1945 through 1951 reached 
48 billion francs, according to figures of the Exchange 
Control Office. A dollar equivalent figure cannot be 
given because of the multiplicity of rates in effect during 
this period, but a classification by major currencies 
throws some light on the movements. Investment in the 
dollar area reached $25 million; in the sterling area 
£22.4 million; in Canada Can$2 million; in Switzerland 
Sw fr 23.3 million; in Belgium Bfr 0.5 billion; and in 
Latin American countries between 1 billion and 2 billion 
francs (1951 valuation). 

Regulations covering French investments abroad are 


issued by the Exchange Control Office, which authorizes 
investments only if the projects seem to be useful to the 
national economy, especially from the point of view of 
exports. Recently the Exchange Control Office has en- 
deavored to reduce the drain on official reserves and 
therefore has shown more severity when screening proj- 
ects. Also, it has endeavored to have the investments 
self-financed by the firms themselves, e.g., by utilizing 
abroad assets which they are not compelled to surrender. 
A classification by currencies of income from invest- 
ment abroad, repatriated from 1945 to 1951, shows that 
dollars thus obtained reached $101 million and sterling 
reached £91 million. 
Source: Agence Economique et Financiére, Paris, France, 
October 25, 1952. 


Belgian Industrial Production 

The index of the volume of industrial production in 
Belgium averaged 121.1 (1936-38== 100) in the first 
seven months of this year, a decrease of 3.2 points from 
the corresponding period of 1951. During June and July 
1952, the index was 1.9 points lower than in the same 
months of 1951. 

Until September, raw steel output this year averaged 
409,733 tons per month; this was 8,000 tons below the 
average in 1951 but considerably higher than in 1950 
when production was some 300,000 tons per month. 
Since the volume of orders recently has shown a sub- 
stantial increase, steel production is expected to expand 
during the fall and winter months, Lately there has been 
some improvement in steel orders from Germany, which 
had slowed down in September as a result of French 
competition. This improvement suggests that the Bel- 
gians have come closer to the prices of their French 
competitors, 

In contrast to the steel industry, the metal industry 
improved slightly during the first seven months of the 
year, with the value of monthly deliveries amounting to 
Bfr 4,078 million (US$81 million), against Bfr 3,830 
million in the entire year 1951 and Bfr 2,896 million in 
1950, Progress in the Belgian rearmament program is 
said to have compensated for the slackening in orders to 
the metal industry from abroad, resulting from the slow- 
ing down in the post-Korea boom, import restrictions 
in neighboring countries, and Belgium’s export policy. 
The increased value of the total production of metals 
appears to be due especially to the fact that machinery 
and electrical equipment producing factories have been 
filling orders placed in 1951. However, in these branches 
orders have been falling this year; and in the branches 
producing wire, nails, bolts, cold-rolled products, and 
galvanized lead, production during the first half of the 
year was 25 per cent less than in the second half of 1951. 

The index of coal production increased to 103 during 
January-September 1952, against 102 in 1952 (1936- 
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38 = 100). Stocks of coal continued to accumulate, and 
amounted to 1.66 million tons at the beginning of No- 
vember, compared with 1.35 million tons at the end of 
June and 450,000 tons at the end of March. 

Activity in the textile industry fell sharply during the 
first half of 1952, the monthly average of cotton yarn 
production dropping 21 per cent below that in 1951, 
woolen yarn production falling by 28 per cent, and rayon 
yarn output by 41 per cent. Declines were also reported 
for the textile weaving industries. 

In the glass industry the index of the volume of flat 
glass production was 62 (1938 = 100) for the first half 
of the year, against 94 for the entire year 1951; for 
hollow glass, the index fell to 89, from 121 in 1951. 
The volume of paper production decreased by 35 per 
cent during the first half of the year, and output of the 
nitrogen industry was around 8 per cent above that in 
1951, 

Source: Neue Ziircher Zeitung, Ziirich, Switzerland, Oc- 
tober 25, 1952. 


Establishment of a Money Market in Norway 


During recent months, an attempt, which seems likely 
to be effective, has been made to establish a money 
market in Norway. The Government now issues Treasury 
bills of five types running for 3, 6, 9, 12, and 18 months, 
and with interest rates ranging between 4 and 114 per 
cent. Individuals are not allowed to buy these bills, but 
transactions are confined to the private banks, which 
may sell the bills at any time to the Bank of Norway. 

The new bills were at first regarded rather skeptically 
by the banks, especially since the interest rates were con- 
sidered to be too low, but the first issue of NKr 150 
million placed on the market was sold immediately. 
Parliament then raised the ceiling to NKr 500 million, 
an amount that also was quickly absorbed. 

The new Treasury bills will enable the private banks 
to utilize their large demand deposits in the Bank of 
Norway which hitherto have earned no interest. At the 
same time, these banks will always be able to discount 
the bills in the Bank of Norway whenever they are in 
need of liquid resources, The main reason for introduc- 
ing the bills was the need for continuously supplying 
the state banks with funds so that they would be able to 
finance long-term investment, Since the middle of 1950 
the state banks have been unable to obtain resources by 
selling long-term bonds, because there has not been any 
demand for bonds on the conditions offered, with an 
interest rate of 24% per cent. Therefore, the banks have 
had to rely on funds supplied by the Government; these 
amounted to NKr 400 million in 1950 and to NKr 350 
million in 1951, About NKr 300 million of the proceeds 
from the sale of the new bills has been transferred to 
the state banks. 


Sources: Norges Handels og Sjdfartstidende, Oslo, Nor- 
way, June 18, 25, August 21, and October 25, 
1952. 


Austrian Occupation Costs 

At a recent press conference, the Austrian Chancellor 
stated that Austria has so far paid 644 billion schillings 
in occupation costs; in addition, Austria has lost more 
than 3 billion schillings in revenue, because over 200 
enterprises under Soviet management (classified as 
“former German assets”) have failed to pay customs 
duties and taxes to the Austrian Government. Exports 
by the Soviet authorities of 52 per cent of Austria’s 
petroleum output (without compensation) represent an 
annual loss of foreign exchange earnings of $23 million; 
and the cost of Austrian imports of petroleum products 
amounts to more than $4 million a year. 

The losses Austria has suffered as a result of the dis- 
mantling of industrial enterprises, occupation costs, un- 
controlled exports, and the like, far exceed, according to 
the Chancellor, the foreign aid which Austria has re- 
ceived since 1945, 

Source: Austrian Consulate General, Austrian Informa- 
tion, New York, N. Y., October 25, 1952. 


Middle East 


Arab States Trade with West Germany 
During the first six months of 1952, West Germany’s 
imports from the Arab states totaled DM 203 million 
(US$48 million) while exports amounted to only DM 82 
million (US$19 million), The import figures include oil 
purchases which are handled mainly through British 
companies. In 1951 German exports to the Arab states 
were valued at DM 200 million, while imports were 
exactly twice that amount. 
Source: The Journal of Commerce, New York, N. Y., 
October 16, 1952. 


Economic and Financial Policy in Egypt 

The Egyptian Prime Minister has outlined three main 
points of the Government’s economic policy. 

1, It will attempt to achieve economic stability, Ways 
and means to realize this end will be left to the special- 
ists without intervention from the Government. 

2. It will encourage investment in the country by 
foreign and domestic capitalists. All the necessary guar- 
antees will be furnished by the Government to investors. 
This encouragement aims at increasing the national pro- 
duction which, the Prime Minister said, “is the corner- 
stone for the country’s renaissance.” 

3. The Government will not interfere in economic and 
commercial affairs, but will not tolerate any sudden 


changes. 
Referring to the new restriction subjecting all imports 
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to the import license system (see this News Survey, Vol. V, 
p. 136), the Minister of Finance stated that its pur- 
pose was to control the use of Egypt’s foreign reserves 
so that essential capital and consumption goods would 
receive priority over less essential goods. The Minister 
added that, although Egypt had a trade deficit of about 
LE 40 million in the first eight months of 1952, balanced 
trade or even a favorable trade balance is expected in 
the future, because there now is a tendency to import 
less and because Egyptian cotton exports are expected to 
increase since Egyptian cotton prices are now parallel 
with, or more competitive than, international cotton 
prices. The Minister said that there had been no decrease 
in gold reserves, but that other exchange reserves had 
declined as a result of the adverse balance of payments. 
Egypt will draw on its reserves, if necessary, to finance 
the importation of capital goods required to execute 
production development projects, and will not hesitate 
to buy sterling for dollars should sterling reserves be 
depleted. 

Sources: Al Ahram, Cairo, Egypt, October 12 and 15, 

1952. 


Israel's Foreign Currency Expenditures 

During the second week of October, the Israeli Cabi- 
net approved a foreign currency budget of the equiva- 
lent of US$305 million for the fiscal year 1952-53, which 
began in July 1952, Last year’s budget amounted to 
the equivalent of US$381 million, The principal expendi- 
tures in the new budget are US$62 million for food 
imports, US$52.8 million for defense purchases and serv- 
ices, US$37 million for fuel imports, US$30 million for 
the importation of raw materials, and US$20 million 
for investments in electrical and industrial enterprises. 


Sources: Israel Office of Information, Israel Digest, New 
York, N. Y., October 17, 1952; The Times, 
London, England, October 18, 1952. 


Reform Measures in Iran 

The Premier of Iran has issued a decree providing 
for a 20 per cent levy on land incomes of large land 
holdings. Half of the receipts is to be paid directly to 
sharecroppers and the other half is to be used as capital 
for the establishment of rural banks which would finance 
irrigation, housing, and sanitation projects, and provide 
credit to low-income farmers for the purchase of seed 
and farm equipment. 

The Premier has also issued a decree creating com: 
missions throughout the country for the purpose of col- 
lecting back taxes. Penalty for noncompliance with the 
orders of such commissions would be confiscation of 
property and imprisonment. In order to speed up col- 
lection and insure maximum revenue, members of the 
commissions are to receive one per cent of the amounts 


which they collect, 


Source: Middle East Economist and Financial Service, 
Forest Hills, N. Y., September 1952. 


Land Reform in Syria 
A legislative decree, carrying out Syria’s land reform 
program (see this News Survey, Vol. IV, pp. 249 and 
289), has made every Syrian citizen who does not own 
any property eligible to take over about 20 acres of 
unirrigated land or 4 acres of irrigated land from gov- 
ernment-owned holdings. However, he must work the 
land for three years before it can be registered in his 
name. 
Source: The Washington Post, Washington, D. C., Octo- 
ber 24, 1952. 


Syria-Czechoslovakia Trade Agreement 

Syria and Czechoslovakia have signed a trade agree- 
ment including most-favored-nation clauses with respect 
to import duties, other trade, transit, and transshipment 
dues, export and import licensing, and general exchange 
regulations. The agreement is similar to the one con- 
cluded between Lebanon and Czechoslovakia in July (see 
this News Survey, Vol. V, p. 36). There are, however, 
two major differences. First, whereas the Lebanese 
agreement contains a payment and clearing clause which 
provides that transfers between Lebanon and Czecho- 
slovakia are to be made at a fixed rate of exchange 
(LL 1 == 15.8 korunas), the Syrian agreement provides 
that payments will be made at the free market rate in 
the currency and under the conditions stipulated in the 
commercial contracts. Both the Syrian and the Czecho- 
slovak Governments undertake to authorize all transfers 
under the agreement, Second, whereas the Lebanese 
agreement provides for an equilibrium in exchanges, the 
Syrian agreement does not require Czechoslovakia to 
purchase in Syria more than 75 per cent of its exports 
to Syria. However, since Syria’s exports to Czecho- 
slovakia in 1951 were only LS 0.12 million and its im- 
ports from Czechoslovakia LS 3.9 million, it is clear 
that the new agreement will lead to a large expansion 
of Syrian exports. 
Source: Le Commerce du Levant, Beirut, Lebanon, Oc- 

tober 15, 1952, 


Export Policy in Pakistan 

The Pakistan Government, in a further revision of its 
export policy, has placed 38 items on open general li- 
cense; this will apply to all countries of the world, 
including India, However, only those goods can be 
exported which are produced, processed, or manufac: 
tured in Pakistan, The main items now on open general 
license are hides and skins, raw wool, vegetables, and 
fruits; cigars, soap, poultry and eggs, and firewood are 
also listed, but these can be exported freely only from 
East Pakistan, 
Source: Dawn, Karachi, Pakistan, October 24, 1952. 
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Far East 

India’s Balance of Payments 

India’s foreign transactions on current account in the 
second quarter of 1952 were almost in balance, in con- 
trast to a deficit of nearly Rs 800 million (US$168 mil- 
lion) in the first quarter. The deficit for the first six 
months of the year was smaller by Rs 120-150 million 
than the deficit of the preceding six months. In trade 
with Pakistan, India had an export surplus of Rs 120 
million during the half year; in the preceding two years, 
import surpluses had been the rule. The trade deficit 
with the dollar area in the second quarter, at Rs 220 mil- 
lion, was about one fourth of the deficit in the preceding 
quarter, largely owing to a fall in payments for U.S, 
cotton and other commercial imports. There was a sur- 
plus of Rs 60 million with the sterling area, a deficit of 
less than Rs 30 million with the OEEC countries (against 
a deficit of Rs 11 million in the first quarter), and a 
surplus of Rs 50 million with the rest of the world. 
Source: The Times of India, Bombay, India, Septem- 

ber 19, 1952. 


Ceylon’s Sterling Balances 
An agreement reached in September between Ceylon 

and the United Kingdom provides for the transfer of 

£9.4 million from Ceylon’s blocked sterling balances to 

the No. 1 account, The amount is to be held as cur- 

rency reserve. The Ceylon Government has agreed not 

to draw on this sum without consultation with the United 

Kingdom. 

Source: Government of Ceylon Information Department, 
Ceylon News Letter, Colombo, Ceylon, Octo- 
ber 24, 1952. 


Malayan Power Development 
The Connaught River Power Station in the Federation 
of Malaya, with a capacity of 80,000 kilowatts, is ex- 
pected to start operations in January 1953, It will 
operate initially with 40,000 kilowatts, and possibly at 
full capacity by late 1953, The new power station will 
greatly benefit the tin, rubber, and other industries in 
the area between Klang and Kuala Lumpur in the State 
of Selangor, It will first operate with coal but it can 

change to fuel oil if necessary. 
Source: Department of Commerce, Foreign Commerce 
Weekly, Washington, D, C., October 20, 1952. 


Taiwan Government Revenues 

Customs duties collected directly by the Government 
of Taiwan from January through August this year totaled 
NT$326 million, which exceeded the estimated returns 
for the period by NT$62 million. Provincial revenue 
receipts reached a new high of NT$162 million in Aug- 
ust, The receipts for June and July were NT$76 million 
and NT$89 million, respectively... _ 


Source: Chinese News Service, Press Release, New York, 
N. Y., October 14, 1952. 


China's Rice Exports 

According to an official Peking report of October 15, 
China and India have signed a contract under which 
India is to buy another 50,000 tons of rice from China, 
making India’s total purchases of foodstuffs from China 
666,500 tons. This is the second rice contract signed by 
the Peking Government this month. The first one was 
with Ceylon, signed on October 4 (see this News Survey, 
Vol. V, p. 146). 
Source: Far East Trader, New York, N. Y., October 29, 

1952. 


Chinese-Japanese Molasses Company 

Japan's Ministry of Economic Affairs has approved the 
formation of the Sino-Japanese Molasses Company as a 
regular channel for the disposal of the vast stores of 
molasses from the sugar refining industry of Taiwan. 
Consultations between Chinese and Japanese officials have 
been in progress in Taipeh for the past two weeks, and 
the signing of an agreement for the joint operation of 
the company is expected shortly. The Taiwan Sugar 
Corporation, the biggest foreign exchange earner among 
Taiwan’s industries, has long sought a regular outlet for 
disposing gainfully of the large quantities of molasses 
from its refining mills, The domestic demand for alcohol 
and other by-products of molasses could not absorb the 
supplies available. When the agreement for the joint 
establishment of a company is finalized, the surplus 
molasses in Taiwan will be shipped to Japan. 
Source: Chinese News Service, Press Release, New York, 

N. Y., October 21, 1952. 


Reduction of Interest Rates in Japan 

As of October 6, the monetary authorities of Japan 
reduced interest rates by 0.365 per cent per annum on 
all loans, For commercial banks the interest rate on 
foreign trade bills eligible for rediscount by the Bank of 
Japan is 6.94 per cent; on commercial bills eligible for 
rediscount by the Bank of Japan, 7.67 per cent; on bills 
“stamped” by the Bank of Japan, 8.40 per cent; on 
loans on, or discounts of, other bills, 8.76 per cent. The 
interest rate on loans by the Export and Import Bank 
was reduced from 7.5 per cent to 6 per cent (see also this 
News Survey, Vol. V, p. 106), The Development Bank's 
rate for credit for electric power development, construc: 
tion of ocean-going ships, or ship purchases has been 
reduced from 10 per cent to 7.5 per cent. Also, the 
interest rate on government deposits has been lowered 
from 6.57 per cent to 5.84 per cent. 
Source: Bank of Japan, Fortnightly Letter, Tokyo, Japan, 

October 1, 1952. 
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Japan-Brazil Trade and Payments Arrangements 

Japan and Brazil have concluded one-year trade and 
payments arrangements effective July 1, 1952. The trade 
agreement calls for Japanese exports of $33.5 million, 
about the same as exports in 1951, and imports from 
Brazil of about $35.6 million, substantially more than in 
1951. Japan’s principal exports to Brazil will be iron 
and steel products, nonferrous metals, chemicals, textiles, 
machinery, ships, and agricultural products, while Brazil’s 
principal exports will include raw cotton, rice, hides and 
skins, coffee, soybeans, raw wool, and vegetable oils. 
The trade between the two countries will be conducted 
on a dollar open-account basis, and any balance above the 
stipulated amount will have to be paid in U.S. dollars 
on demand of the creditor party. The trade and pay- 
ments agreements are to be automatically extended for 
another year unless advance notice of termination is 
given by either country. 
Source: Department of Commerce, Foreign Commerce 

Weekly, Washington, D. C., October 6, 1952. 


Philippine Balance of Payments 
The balance of payments of the Philippines for the 
first half of 1952 resulted in a deficit of $1.4 million, 
with foreign exchange disbursements amounting to $267 
million and receipts to $265.6 million. Dollar expendi- 
tures during the half year were smaller than in the cor- 
responding period in 1951, largely because of a reduction 
in imports. Imports during the six-month period were 
valued at $217.2 million, compared with $227.9 million 
in the same period last year. However, dollar receipts 
were much less than a year ago, and accounted for the 
deficit in the over-all balance of payments. 
Source: Philippine American Chamber of Commerce, 
Weekly Bulletin, New York, N. Y., October 31, 
1952, 


Philippine Government Finance 

The Philippine Senate Finance Committee has esti- 
mated that for the fiscal year 1951-52 total government 
income amounted to P 641.1 million and that expendi- 
tures were P 593.6 million. The resulting surplus of 
P 47.5 million reduced the accumulated national deficit 
from P 175.3 million to P 127.8 million as of June 30, 
1952, A surplus of P 9.5 million has also been estimated 
for the fiscal year 1952-53, The estimates were based on 
reconciled data from the Department of Finance, the 
Budget Commission, and the Central Bank of the Philip- 
pines, 
Source: Department of Commerce, Foreign Commerce 

Weekly, Washington, D. C., October 20, 1952. 


United States and Canada 


U.S. Import Prices of Basic Commodities 
U.S. import prices of basic commodities and raw mate- 
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rials have “been falling rapidly in the last few months. 
The wien of import prices of 11 sensitive commodities 
computed by the U.S. Department of Labor is 280 
(August 1939 = 100), only 4 per cent above the pre- 
Korea level, and 35 per cent below the June 1951 peak. 
In contrast, the average of all import values is still almost 
26 per cent above the pre-Korea level. 

Since the latter part of 1950, the volume of U.S. 
imports of basic commodities and raw materials has been 
extraordinarily stable, except for seasonal changes in 
imports of foodstuffs. The rise and fall in import values 
during the last two years therefore reflects almost exclu- 
sively price developments. The sharp decrease in import 
prices of recent months is to be attributed to more orderly 
government buying of scarce materials and actual reduc- 
tions of imported metal prices by government action, 
as well as to a revision of the views taken in the private 
sector of the economy on the future relative scarcity of 
wool and rubber. 

Source: The Wall Street Journal, New York, N. Y., 
November 4, 1952. 


U.S. Capital Investment in 1953 


U.S. manufacturers tentatively plan to invest about 
8 per cent less in plant and equipment in 1953 than 
during the present year, according to a recent survey by 
the McGraw-Hill Publishing Company. This reduced 
level would still be higher than in 1951. Substantial 
declines in outlays are indicated for transportation com- 
panies, steel, and other metal-working industries, Among 
the nondurable goods industries, oil companies and food 
processors expect to increase their outlays, while chemical 
and textile companies expect to reduce them. The results 
of the survey, the company warned, must be interpreted 
with caution, since it was made earlier than usual and 
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many companies still have not completed their budgets 

for the coming year. 

Source: The Journal of Commerce, New York, N. Y., 
November 3, 1952, 


U.S. Corporate Earnings 

USS. corporate earnings improved in the third quarter 
of 1952, according to a recent report of the National City 
Bank of New York based on 525 large companies. Net 
income of $1,141 million was 3 per cent above the pre- 
ceding quarter and 2 per cent above the third quarter of 
1951. Third quarter earnings were the first this year 
to show improvement over the corresponding period a 
year ago; in the second quarter they were 16 per cent 
below the comparable 1951 period, and in the first quar- 
ter, 12 per cent below. One reason for the third quarter 
improvement was the greater general business activity 
following the settlement of the steel strike, Also, net 
income in the third quarter of 1951 was depressed by 
the slowdown in major lines of business, plus heavy 
tax liabilities resulting from the retroactive increase in 
federal income tax rates approved in October of that year. 
Source: The Journal of Commerce, New York, N. Y., 

November 3, 1952. 


Factory Wages and Hours in the United States 
Average earnings of factory workers rose in September 
to a record peak of $69.58 per week. The increase of 
$1.78 per week over the previous month was due largely 
to a half-hour lengthening of the workweek to 41.1 hours, 
the highest level for September since 1944. Part of the 
monthly increase was seasonal, but there were also extra- 
seasonal increases in most of the metal-working indus- 
tries. The September average workweek was a half hour 
longer than a year ago, when production was being 
curtailed in most consumer goods industries because of 
reduced sales and large inventories. The largest increases 
—averaging two to three hours—were in the textile, 
apparel, and leather goods industries, 
Source; Department of Labor, Press Release, Washing- 
ton, D. C., October 24, 1952. 


Canadian Trade in September 

Canadian exports in September were $341 million 
while imports were $349 million, Thus there was a 
deficit of $8 million, compared with a surplus of $12 mil- 
lion in September 1951, Imports were $38 million 
higher than in September 1951, and exports $19 million 
higher. Exports to the United Kingdom were almost 
$10 million lower than in the previous year. The cumula- 
tive export surplus for the first nine months of 1952 is 
$235 million; for the corresponding period last year, 
there was a deficit of $324 million. (All figures are in 
Canadian dollars.) 
Source: The Globe and Mail, Toronto, Canada, Octo- 

ber 24, 1952. 


Canadian Lumber Exports to United Kingdom 

During the last six months Scandinavian and Russian 
competition in the British market, which has recently 
been restored to private traders, has reduced the prices 
received by Canadian lumber exporters by 15 to 25 per 
cent. Total British imports of lumber in 1953 are ex- 
pected to be about one million standards, which is about 
the same as this year’s level. 
Source: The Financial Post, Toronto, Canada, Octo- 

ber 25, 1952. 


Latin America 
Nationalization of Bolivian Tin Mines 

Bolivia has nationalized the tin mines owned by the 
three largest producers—the Patino, Hochschild, and 
Aramayo companies, The nationalization decree pro- 
vides for the payment to the companies as indemnity of 
a provisional amount of about $21,750,000, but this sum 
is subject to revision in accordance with large claims 
made by the Government on the companies, which are 
said to be the result of illegal profits on exchange trans- 
actions and of evaded income taxes. The mining com- 
panies estimate their holdings as being worth $60,000,000. 
Until a settlement is reached, with December 31, 1953 
as the deadline, the companies will receive interest of 
3 per cent on the valuation established by the Govern- 
ment, 

The provisional indemnities were listed as follows: 
Patino group, $7,500,000; Hochschild group, $9,250,000; 
Aramayo, $4,976,324. Indemnities were also established 
for the subsidiaries of the three main companies. 
Source: The Wall Street Journal, New York, N. Y., No- 

vember 1, 1952. 


Peru's Import Surplus 

For the first quarter of 1952, Peru's trade balance 
showed a deficit of US$15.7 million, against a deficit of 
US$24.9 million for the same period in 1951. The 
volume of imports increased by about 5 per cent, while 
exports rose by around 30 per cent. The terms of trade 
worsened by about 20 per cent. 
Source: Camara de Comercio de Lima, Boletin Semanal, 

Lima, Peru, October 1, 1952. 


New Social Security Law in Chile 

A law providing for a new compulsory social security 
scheme and a national health service was published in 
the Chilean Official Gazette of August 8, 1952, The 
scheme is designed chiefly to offset the decline in pur- 
chasing power of pensions and other benefits resulting 
from a sustained rate of inflation. The main increases in 
social security contributions will go into effect gradually 
in the next two years, to reduce their inflationary impact. 
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Under the new legislation the basis of the compulsory 
insurance scheme is broadened to include all wage 
earners; the sickness allowance is increased and the 
benefits of preventive medicine are extended to the 
insured worker and his family; the maternity subsidy 
is increased and the period during which it is paid is 
extended; disability and old-age pensions are calculated 
on the basis of average wages during the last five years, 
but an adjustment will be made to allow for the general 
increase in the wage level during that period; the pension 
rights of widows and surviving children are enlarged, 
and such pensions will be adjusted each year on the 
basis of the annual increase in the wage level, if the 
latter should exceed 15 per cent; and the social security 
institutes will limit their investments almost exclusively 
to the construction of workers’ dwellings. 

The revenues necessary to finance the new scheme 
will be derived from the following sources: workers’ con- 
tributions equal to 5 per cent of wages (previously 2 or 
3 per cent) ; employers’ contributions equal to 10 per cent 
of wages (previously 5 or 6 per cent) ; contributions by 
self-employed equal to 10 per cent of earnings (previously 
4.5 or 5.5 per cent) ; government contributions equal to 
5 per cent of wages (previously 1.7 or 2.7 per cent); a 
2 per cent tax on payments effected by the State or 
municipalities (previously 1 per cent); interest and 
amortization charges on housing loans; and other income 
from investments. 

Up to December 31, 1953 workers’ and employers’ 
contributions will be 3 and 7 per cent, respectively; 
during 1954 they will rise to 4 and 9 per cent. The 
percentages established by the law will apply as of 
January 1955. It is estimated that after this date total 
contributions will aggregate about 21 per cent of total 
wages, compared with 9.8 per cent previously. The cost 
of the pensions and allowances provided under the 
scheme will be 9 per cent of wages; of medical care, 
10 per cent; of investment in housing, 1 per cent; and 
of administration, 1,2 per cent. 

Source; Banco Central de Chile, Boletin Mensual, Santi- 
ago, Chile, August 30, 1952. 


Other Countries 


New Zealand Balance of Payments 

The Prime Minister of New Zealand has said that 
New Zealand will probably be in balance with the rest of 
the world by the end of June 1953 and will have a 
surplus with the non-sterling world sufficient to meet the 
target of £25 million fixed at the Commonwealth Con- 
ference earlier this year, The original target was set at 
£12 million but New Zealand agreed to accept a higher 
figure on the understanding that it might not be reached 
if export prices declined greatly. 
Source: The Financial Times, London, England, Octo- 

ber 22, 1952. 





Expansion of North African Mining Industry 

A report on the Monnet Plan in the French Overseas 
Territories shows a considerable expansion of mining 
output in Algeria, Tunisia, and Morocco. Output of 
phosphates in 1951 was 7,042,000 tons, an increase of 
73 per cent over 1938, Output of manganese also in- 
creased, from 72,000 tons in 1938 to 334,000 tons in 
1951, and there were substantial increases in coal, lead, 
zine, and cobalt. The 1951 output of iron ore, however, 
at 4,188,000 tons, was nearly the same as in 1938, 
Source: Neue Ziircher Zeitung, Ziirich, Switzerland, Oc- 

tober 25, 1952. 





Fund Alternate Executive Directors 

Alternate Executive Directors of the Fund have been 
appointed by the six newly elected Executive Directors 
(see this News Survey, Vol. V, p. 100). 

Mr. S. T. G. Akermalm (Sweden), Manager ad interim 
of the Sveriges Riksbank, has been appointed Alternate to 
Mr. Eriksen (Norway). 

Mr. Costa P. Caranicas has been appointed Alternate 
to Mr. Gragnani (Italy). Since 1948 Mr. Caranicas has 
been Economic Counselor and Acting Commercial Coun- 
selor to the Greek Embassy in Washington. 

Mr. Manuel Chavarria (El Salvador) has been ap- 
pointed Alternate to Mr. Delgado (Nicaragua), Mr. 
Chavarria has been Chief of the Office of Planning and 
Economic Coordination, attached to the Office of the 
President of El Salvador. 

Mr. Otto Donner (Germany) has been appointed 
Alternate to Mr. Pfleiderer (Germany). Mr. Donner 
holds the post of Professor in the Economics Department 
of the Graduate School, Georgetown University, 

Mr. D. W. Rajapatirana (Ceylon), who had served as 
Alternate to Mr. Popovic (Yugoslavia), has been ap- 
pointed Alternate to Mr. Yumoto (Japan). 

Mr. H. M. H. A. van der Valk (Netherlands), who had 
served as Alternate to Mr. Beyen (Netherlands), has been 
appointed Alternate to Mr, De Jong (Netherlands). 


International Financial News Survey, written by 
members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
documents, and other publications as cited at the 
end of each note. Explanatory material may be 
added, but no Fund editorial comment or opinion. 
Therefore any views expressed are taken from the 
sources quoted and are not necessarily those of the 
Fund. 

The News Survey is published weekly, except in 
the Christmas and New Year weeks. It may be ob- 
tained by applying to 

Information Officer 
INTERNATIONAL MONETARY FUND 
1818 H Street, N.W. Washington 25, D. C. 
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Dear Mr. Blowers: 

Herewith is a copy of Dr. Young's report which I understand 
you have agreed to translate for suterission to His Excellency, 
the Minister of Finance, 





Dear Mr. Crawford: 

We are in the process now of final typing of Dr. Young's report - 
incorporating numerous corrections and amendments which he sent us 
from Rome. 

I am not quite sure how many copies we would be able to spare, 
but I shall be delighted to send whatever we can spare when the 
typing is completed, 


Yours sincerely, 
John A, Dunaway 
Acting U. S. Director of 
Technical Cooperation in 
Saudi Arabia 
Mr, William R. Crawford, Jr., 
Third Secretary of Bubassy, 
American Embassy, ' 


x  Jidda, Saudi Arabia 





October 18, 1952 


His Excellency Shaikh Abdullah Al-Sulaiman 
Minister of Finance of the 
Kingdom of Saudi Arabia 
Jidda 
Your Excellency: 

I have the honor to transmit herewith my report on Saudi Arabian 
currency. Improvement of the currency system presents so many difficult 
and inter-related problems that I have deemed it wise to make this sys- 
tematic’ study, 

The report includes material already presented to Your Excellency 
in connection with the currency measures adopted in October, 1952, It 
also includes a discussion of further measures of currency improvanent, 
recommended for adoption after experience with the measures of October, 
1952, These measures, as Your Excellency knows, contain some elements 
of bimetallism and should be regarded as transitional because their work- 
ing at the rates now announced may become difficult in the event of 
major changes in world prices of gold or silver, Nevertheless in my 
judgment the measures are workable pending such major changes; and the 
likelihood of changes in the near future that would upset them is not 
sufficient to render inadvisable their adoption as a transitional system, 

In particular, I am grateful for Your Excellency's constant interest 
in this work, and am likewise grateful to His Excellency Najib Bey Salha, 
Assistant Deputy Minister of Finance. I recall] that Your Excellency at 
our first conference on the day of my arrival in Bidda, July 12, 1951, 
referred to the need for a new institution to aid in management of mone- 
tary and fiscal matters, This far-sighted initiative led to the planning 
and establishment of the Saudi Arabian Monetary Agency which opened 
October 4, 1952, Creation of the Agency provides the machinery to deal 
with the problems discussed in this report, It made possible the monetary 
Measures announced in October , 1952, 


I am indebted to many for aid and idease-including those who pree 
viously have studied the monetary situation and sought means to improve 


a2 





it. I have had valuable information and help from a number of officials, 
from the officers of the banks established in Saudi Arabia, and from a 
number of business men, including officers of the Arabian American Oil 
Company, Finally I am grateful to Mr. George A, Blowers, Governor of the 
Saudi Arabian Monetary Ayency, to Mr, Rassim Bey Khalidi, Vice-Governor, 
and to Dr. A. N, McLeod of the Agency for discussing with the problems, 
reading part or all of the draft of the report, and making many valuable 
Suggestions, Of course J take full responsibility for the views expressed, 
it 4S _ Mnwlly, I . ae this report as an expert made available by the font 7 
the Ki of shea es or eae 
and the views which I express are not necessarily those of the Government 


fn the Government of 


of the United States, 
Respectfully, 


Arthur N, Young, 
Financial Advisor 


Cetober 2, 1952 


‘MEMORANDUM OF CONVERSATION WITH SHAIKH ABDULLAH SULAIMAN AND NAJIB BEY SALHA 


Following « discussion of Monetary Agency and currency problems, 1 told Shaikh 
Abdullah Sulaiman that the imminent opening of the Agency permitted me to bring my 
end that I am planning to leave in the near future, 1 stated that 
well able to take care of the work I have been doing on monetary and 
problems, The Minister expressed appreciation of my work, particularly with 
to the establishment of the Agency, lle also indicated confidence in Mr. 

as Governor, The Minister further expressed the wich that I would remain 
and help with the initiel problems of the Ageney, I stated 


if 
i 


fs 
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lines on which I think a program of monetary improvement 
nister said he welcomed this report. 


Further I stated that 1 hed recommended designation cf Mr. Dunaway to succeed 
me as head cf the Tinancial Mission, The linister indicated his approval of this, 
that just as the wrk I have been doing in currency matters hed led to 
the creation of a suitable Saudi Arabian institution to take over my work, I also 
po that in the field of customs organization and tariffs the work of Mr. Dunaway 
My. Kennedy would lead to a suitable readjustment of the existing organization, 
procedures, rates and regulations, I pointed out that these gentlemen are contin- 
uing their plans for implementation of their recommendations, ‘The Minister stated 
as soon as he had dealt with the problems connected with opening of the 
Agency he wished to give prompt attention to introduction of a revised tariff and 
an improved customs administration, le wished tho problems to be considered first 
by the experts, and he would support their conclusions. He hoped that I would pare 
ticipate in the discussions and that important constructive decisions could be ane 
nounced before my departure. 


meeting I told lajib Bey Salha that I hoped Shaikh Taha Dimlaimi 
wuld participate in the custom: discussions because of their ex= 
tions, lie agreed and said he would ask Shaikh Taha to come 
from the East Coast, 


a 
Hh 


referred to Mr, Stacy's work, and to the problems thet will arise in 

to handle receipts and payments of the Government, lie said 
Hussein Jastaniya and his asscelatee thought highly cf Ir. Stacy's pro- 

and that as Minister he supported action to improve the budget. He hopod 

forthecming budget would bo better than Its predecessors, 


on N, Young 
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October 1, 1952. 


Remarks of Arthur N. Young, Financial Advisor, at the 0 
of the Saudi Arabian Monetary Agency, October 4,1952. 


I well recall that when I first had the honor of calling 
on His Excellency, Shaikh Abdullah Sulaiman, at the time of my 
arrival in Jidda July 12, 1951, he said that Saudi Arabia needed 
a new institution to help the Government in the better manage- 
ment of the currency and the national finances. I welcomed his 

ption of this yd His views met with the support of His 
Majesty the King and His Royal Highness the Crown Prince. I am 
lad to vt, the privilege of wor’ with His Excell 
Sod otnene ta pond oe ge om Fn My tion of the Agency. 
work has been part of the Point IV program of cooperation bet- 
ween the United States and Saudi Arabia. 


The o of the Agency today is an important step in 
the progress of Saudi Arabia. I am confident that the Agency 
will play an important and constructive part in the financial 
life of the country. 


In the past year Saudi Arabia has made notable progress 
in strengthening its finances and I have found the country's 
leaders anxious to make further progress. I am confident that 
this will continue. It is important to build up financial re- 
serves in times of good revenue. This will give a solid sup- 
port to the program of economic development which the leaders 
of the coun sire, The holding of financial reserves will 
enable Saudi Arabia to confront an unfavorable trend, if at any 
time it should develop, in the ofl industry and a resultant 
fall in revenue. No one can predict whether this will come 
about, but it is prudent to provide for the possibility. The 
Agency can give invaluable aid to the Government in accumulating 
and holding financial reserves. | 





In many ways the Agency will be able to play a most im- — 
portant part in promoting the country's progress. I congrat- 
ulate the Government of His Majesty on this auspicious occasion. 
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October 4, 1952 





of translation, tut I think that 
without too moh difficulty, 


I shall appreciate your cooperation. 


it 


Singerely yours, 


Same] S, Stratton 





September 16, 1952 
PRIVATELY MADS FULL WEIGHT KUPLICAS OF THE BRITISH 
Soar 


Arrival in Jidda of 15,000 of these replicas requires the 
Government to determine its attitude. The issuance of these 
replicas is encouraged by a recent Swiss court decision which 
refused extradition to Italy of two Italians who admittedly had 
made them, I doubt the correctness and certainly the wisdom of 
this decision, because the sovereign continues to be money by 
reason of its circulation in Saudi Arabia, Greece and elsewhere; 
and holders pay a premium because of its scarcity value. It is 
likely that various countries may take action to discourage the 
circulation of these replicas, 


Saudi Arabia has a choice of: (a) allowing entry on the 
same terms as genuine sovereigns; (b) allowing entry subject to 
some form of licensing and taxation; and (c) forbidding entry, 
There are objections to any of these policies. ‘The coins are 
of small bulk in relation to value and it is impossible to avoid 
leaks in any control of their import or export. It should not 
be difficult to make replicas that appear genuine, ‘he decision 
and resulting publicity will undoubtedly encourage production of 
these imitation sovereigns, and in time may be expected to re+ 
duce the price of sovereigns by increasing the quantity. 


After consideration I favor forbidding entry of the replicas 
for the following reasons: 


1, Saudi Arabia, especially as it is about to issue its 
own gold sovereign, should discourage in every practicable way 
the introduction of a further complication into its monetary 
situation, It should gradually discourage the use of the genus 
ine British gold sovereign and substitute its own sovereigns, 
Introduction of the replicas is contrary to this; and even the 
introduction of additional genuine sovereigns appears inadvis- 
able unless possibly to meet a special temporary situation, 


2. Recognition of the replicas as legitimate by any governe 
ment will tend to encourage their use, and thus tend to increase 
the supply and reduce the value of the genuine 5ritish sovereigns, 
Because of Saudi Arabia's large holdings of the latter, 1 believe 
thet the Government should avoid any action that might prejudice 
their value, 


5, A policy of licensing and taxation would probably re- 
sult in preventing the imports and not bring in revenue; but it 
would imply a degree of sanction of the replicas by permitting 
conditional import, 









‘While ofrbidding entry of the replicas cannot be 
effective, it will tend to discourage their use so far 
di Arabia 1s concerned, After the transition to the 
yf the Saudi Arabian sovereign is well under way, Saudi 

frabia will be protected by having its own coin, 


Finally, the present situation emphasizes the importance 
of giving the Saudi Arabian sovereign a value that will not 
be so high as to permit too large a profit on counterfelting. 
The risk of counterfeiting will be less so long as the British 
sovereign is worth more in world markets than the value given 
to the Saudi Arabian sovereign, Furthermore the difficulty of 
disposing of counterfeit Saudi Arabian sovereigns would be 
considerably greater than in the case of British sovereigns 
which have a far wider market, 


Arthur N, Young 
Financial Advisor 
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August 16, 1952 





MEMORANDUM FOR WR. BETZIG 

























Attached hereto are monthly operations reports 
ga by Messrs ’ oer ad say covering 
month of August to da’ 


As to my own activities, I comment as follows under 
the heads set out in your momorandun of June 3: 


@. Gonsiderable progress was nade in the plans for 
the opening of the Saudi Arabian Monetary Agency, The 
rehabilitation of the building is approaching completion 
and the vault is well under way, Material purchased abroad 
is arriving. Various conferences were held with the Minise 
tex of Finance and the Governor, Mr, Blowers, regarding 
plans for opening of the Agency. The present plan is to 
open the Agency in the second half of September, The Royal 
Decree naming the Directors has been issued, the Directors 
are: Shaikh Abdullah Sulaiman, Minister of Finance, Presie 
dent; Najib Bey Salha, Assistant Deputy Minister of " Pinanoe, 
Vice President; Georg? Ae Blowers, Governor, member ex offidio; 
Sayyid Al Attas; Salem Bin vafooss and Rasim Bey Khalidi, 

Mr, Khalidi also will be one of the Manayer's 


I completed a report on the issuance of the new gold 
sovereign together with a draft decree which were submitted 
to the inister with Rn my rates left blank, I explained 
to him that I had ee confidential momorandwn on 
rates which I reper to disouss at the apprepriate 
time--which he agreed with me will be just before the Agency 
is ready to issue the new coin, 


This report is submitted as of Aurust 16 because I 
shall be absont during the remainder cf the month on local 
leave. My departure was put forward because of illness 
(fevex) during the early part of August, 





Dey Gey Ge, @- NO Special comment, 


Chu 


Arthar I. Young 
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MEMORANDUM FUR DA, STRATTON 


Attached hereto are monthly operations reports d by 
yy Dunaway, Stacy and Kennedy covering the month of July to 
®. 


Aa to my own activities, 1 coment as follows under the heads 
set out in lr, Betgig's wemorandum of June 5; 


6. The Governor of the Saudi Arabian Monetary Agents ir, 
Georgs A, Blowers, arrived at Jidda July 4, Ue and m confer- 
ences With the Minister of “inance and other high officiale in Jidda 
and I bage looking toward the operation of the at the earliest 
possible date, it is clear that the Agency has the Minister's 
strong paahee The Agency building which Is being remodelled is 
nearly ready for occupancy, though the vault wil) not be ready for 
shout enother month, The hint ster geve us practically a free hand 
as to physical arrangements and staffing, subject to clearing ¥!th 
him on individusl sppointments. Ur. Blowers visited Belrut to 
interview candidates for staff, We disousaed with the Minister the 
constitution of the Board of Directors. 


I substantielly completed a draft of e royal decree and cover- 
ing report re issuance through the Agency of the new gold sovereign 

raated measures - having discussed the subject at length with 
ly, Blowers, who will be responsible for operations, and finding 
ourselves in accord, 


Algo I made varlous proposals to the Govornment to elleviate 
the rlyel shortage, moat of which wore adopted, These included 
enlargement of the May order for 22 alllion new riyals in iiexieo; 
though the new orders placed totalling SRS0 milifon (including 
SR1O miliion for Arsmeo) were materially lerger then TI had wished, 
The contracts, however, contain a clause which | had previously 
urged to the effect that Saudi Arabia has the option on reasonable 
notice of substituting other silver colns for riyals. ‘This clause 
may prove useful if SAG adopts the plan for reform of the silver 
and minor curroney, which I have prepered in tentative form and am 
discussing with Mr, Blowers, 


Igve considerable time to the customs situation end visited 
Riyadh at the Minister's request, along with Mesers, Yuneway and 
penne to discuss customs matters, The reports of these gentlemen 
describe developments in this field, I may add that the Minister 
was mch pleased with Mr, Duneway's report and stated thet he 
intended to put the proposals into effect - this even after there 
had been objection on certain points by members of the Minister's 
staff, It was not practicable to deal with Mr, Kennedy's report 





except in a very genorel way, because the translation had not 
been completed. 


I commend highly the work done by Messrs, Dunaway and Kennedy. 
The Minister and Assistant Deputy Minister (Najib Bey Selhe) are 
appreciative of their work end seem anxious to give effect to it. 


Fatlure of SAG to provide asdequete facilities for translation 
of reports handicapped the customs and tariff work, Translation 
of Mr, Dunaway's report of May 28, 1952 was finished only on 
July 15, the day before we went to Kiyedd, and only by herole 
efforts; while only 2 small part of itr, 's report was trens- 
leted, fiad all the material been ready in Arabic it might have 
been possible to put over the entire program in Riyadh. The subject 
was “hot" owing to the wish of the King to alleviate the tariff 
burdens in ea way more drastic than was favored by the Crown Prince, 
the Minister of Finance and influential advisors, and the King 
apparently had been persuaded at about the time of our arrival to 
accept a moderate program of teriff adjustment. Consideration of 
the subject will be resumed after tho translation is finished. 


be, Co, &. No special coment, 


6. Creation of the Saudi Arabian Monetary Agency means that 
SAG will have an instrumentality of 1ts own and wholly financed 
by Agency operations to handle monetary and banking problems, ‘The 
Governor, Mr, Blowers, is an American, his assistant (Mr, MeLeod) 
is Canad‘ an, and many meabors of the staff will be Lebanese, 
Egyption, Palestinian etc. But every effort is being made to use 
and train Saudi steff. In any event, the setting up of the Age 
in this vitally important fields means thet my own functions in 8 
field are in course of being trensferred to e competent orgeni~ 
gation, whose personne] will become increasingly Saudi Arabian pari 


passu with training of local staff, 


Arthur N, Young 








’ N 7 i oe in \ 
“ a to hip & te Sandi Arabia. { mite etl, 


Tt wae fipet understood that abeut SRS ellison of the Mirst order 
wuld be obi go a ge rear Ready one ede en 
word ic that will te shipped in late July t« arrive about August 15, 
eae tot Seamer, 24m : , Tome 
bat SN0 milMien for Araneo gould be tncluled 
the rather than on a@&iticral order, Menco 
the total segusi@xesenive, ‘The agreements with extec, hevever, contain 


a clause whieh 2 gomo months age t the effect that Sawll irebla 
has the Abe cofmage of riyals ant te ondotitute allvar 
ooins of another. kind, 


At the elove of the currant Arabic month, July 22, the Soverment 
‘Will, on ny advice, pay salaries of Goverment omplcyoss cntively in 
ri inetosd of paying wortiy in scvere’gna, with the “change” fn riyela, 
Thie will nean the release of at least 7 million riynla out of aboot iC 
million nev on hand, and should ease the tightagss of the riyal watd) the 
now coins begin arriving next nepth, Also Arames will neat ita riyel needs 
of about 091055 siliion this ponth oul of [te riyal yeesrwaue 


Mry Ulewers urd T fe0l that the Agency abould lave on band a aviotane 
tial quantity of riyals at the time Uo new gold cola ia lowed, The 
will poral centre] of the rates of exchenge letween ths ew gold coin end 
the riyel, Yeintonacce «f a steady warkst and fevoratie mates for acoept- 
f the now sovereign fn curtoms and cthor tar end for woversion of 
gw sovereigte inte riyaly cx tho part ef Coverment employes vill 
© promcte acceptance of the aew cola, 


a 


s 
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Mafid has ordered the coeva! mil} lon new geld soversizan free 
Prepeb Mint. The covet will te abcwt 4,39 each, compared with s gold 
of about 16,24 at $35 per cum, Tor tho Mpst coder the Dank of 
geld in France ageinet dollars in ley York, Thio time the 
Will advance the gold ut wtetes that it ulshes to replenish 
from New York, entailing a basle covet of 995.2625 per ounce 
035.0875 Lor the first let, ‘The minting cowl to 14 francs 
otmpared with 1) france for the firct lut, Some of iho new onder 
delivered at the ant of July befor the Pronch Mint closes for tte 
holiday, Deliveries are to be completed by the seernd half 
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REPORTS OF PIMANCTAL WORK, SAUDT ARABTA 
APRIL 1~<JUNE 30, 1952 


Attached are reports of Messrs. Dunaway, Kennedy and Stacy dealing 
with customs, tariff end budget matters, 


This quarter has been active in the field of finance, Besides the 
matters dealt with in the attached reports, my own activities have re~ 
lated to the following principal matters? 


Raul Araian Honea heen On April 20 the King issued two 
royal creatir Agency and approving ite charter, Immediately 
following this I spent a few days in Riyadh where T had conversations 
with the King, the Minister of Minance and cthers relating to the arrange~ 
ments for setting up the Agency, In particular I obtained their approval 
for engaging Mr, George A, Blowers as the first Governor, and their 
authorization to negotiate an agreement with Mr. Blowers, Also I ob- 
tained their authorization to procede with preparing a suitable building 
for Dh psa by the Agency and for the purchase of necessary equipment 
and supplies, so that the Agency could commence operations at the earliest 
practicable date. I enclose a memorandum detailing my conversations in 


After several exchanges of telegrams Mr. Blowers agreed to accept 
appointment as Governor of the Agency, He left the United States on 
June 21 and arrived at Jidda on July 4. 


Also I held discussions with the Minister of Finance regarding the 
8 of the Agency and the appointment of DMrectors, The Minister 
approved Mr. Blowers proposal to engage Mr. A, N. Nebeod, a Canadian 
citizen now on the staff of the International Monetary Fund at Washing- 
ton, as his assistant. In culor, Mr, Meleod will organize the 
Agency's office of financial and economic research, Mr. Blowers con- 
siders that Mr, MéLeod also will be qualified to serve as Acting Gov- 
ernor during Mr, Blowers’ temrorary absences at any tine, Mr. Meleod's 
term of service is to be one yoar, corresponding to the leave of absence 
he can cbtain from the Fund, Mr, Blowers considers it possible, however, 
that this period might be extended if desired, 


The Minister of Finance made available as a building an old struc. 
ture well located in the center of Jidda close te the principal Govern- 
ment offices and banks, The building while well tuilt was in bed repair; 

tt with extensive rehabilitation can serve as an adequate office for 
“Agency, I prepared plans for the necessary rehabilitation and ree 
modelling and Messrs Michael Baker, Inc, at the instance of the Ministry 
of Finance have been effectively transforming the building se it will 
serve its intended purpose, 


an eeu aes sae. 


the gold which the Ageney is likely to hold, together 


safes which are being des locally, 


Finally I prepared in form suitable for publication my report on the 
creation of the Agency. This report was submitted to the ter of 
Finance on November 14, 1951, in preliminary form and revised in February, 
1952, following discussions in Riyadh which led to the decision of the 
King to establish the Agency on the basis of my November report, The 
revised report takes account of the relatively minor changes desired in 
Riyadh, so that it is consistent with the decrees of April 20, 1952,’ with 
which I am in full accord, 


. I prepared a draft of a decree for introduction of the 
Saudi Arabian gold sovereign, to be ready for consideration after 
Vr. Blowers' arrival and tc facilitate prompt decision by the Govern- 
ment so that action can be taken as soon as the agency is operating, 
Also T worked on preparation of a report to accompany the draft decree, 


Currency stabilization, During this quarter I eontinued efforts for 
effective stabilization of the riyal, This ran into some difficulties 
beginning in early June, At the time of my departure for local leave 
during the first half of June the situation seemed to be in hand, and 
SR1, million out of SR25 million ordered last fall were on hand, But 
SAG did not pay out riyals as aggressively as I had recommended in order 
to combat the strengthening of the riyal, As a result the riyal appre- 
ciated by over 5% by the end of June, Due to the absence of the Minister 
and of Najib there were no means to take prompt action to combat this 
rise, These problems are being taken up in conjunction with Mr, Blowers. 


Proposed mint for Saudi Arabig, The Minister of Finance mentioned 
to me last spring his interest in the creation of a mint and at about 
the same time I received word from Washington that the Saudi Arabian An 
bassador had approached the Department of State on this subject. Soon 
after I received a formal letter from the Minister requesting my views. 
My preliminary analysis of the problem indicated clearly that the pro- 
posed action is inadvisable and 1 found Najib Bey Salha of the same 
opinion, I made an interim reply to the Minister intimating that certain 
specified problems which had to be considered might present some diffi- 
culty, but without making any definitive recommendation, stating that I 
was seeking further information from Washingten on costs and equipment 
and that as soon as tho data were in hand I would reply, Also I carried 
on correspondence on the subject with officials in Washington and with 
Mr. Blowers. 1 have now obtained data sufficient to document a report 
adverse to the project and this report is likely to be presented before 





Arthur N. Young 
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~~ MEMORANDUM FOR DR, STRATTON 


Attached hereto are monthly operations reports prepared by 
oer Dunaway, Stacy and Kennedy covering the month of June to 


As to my own activities, I comment as follows under the heads 
set out in Mr. Retzig's memorandum of June 3: 


a, Special attention was given to preparation of the building 
which is to house the newly created Saudi Arabian Monetary Agency. 
This ineluded the remodelling of the old building assigned to the 
Agency by the Government; plans for construction of the vault on 
adjoining vacant property; selection and ordering of vault doors, 
safos and other necessary equipment, Also we were in active cor- 
respondence with Mr, Blowers, the Governor-elect, regarding plans 
for organization of the Agency, including equipment, staffing, 
correspondents, ete, 


I was absent on local leave in the first half of June, While 
spending a few days in Addis Ababa, I took occasion to look into 
the set-up of the Ethiopian State Bank, 


Efforts to stabilize the foreign exchange value of the riyal 
were contimed, During my absence in tho first half of June, 
however, the riyal appreciated so that its value was about 3% 
above the theoretical middle point of 3,75 riyals per dollar, 

Hed I been here I would have urged the Government to combat the 
rise more aggressively by paying out riyals now in stock, During 
the preceding six months the fluctuations either way had been 
held within less than 2% of 3.75 per dollar, 


Also T gave considerable attention to discussion of customs 
and tariff policy, in re reports under preparation, 


bey Coy dey e, No special comment, 


Ma 


Arthur Nl, Young 








DEPARTMENT OF STATE 
JUNE 13, 1952 FOR THe NO. 466 


SAUDI ARABIA ESTABLISHES MONETARY AGENCY 


The first major Point 4 project has just been completed in 
the Near East. Saudi Arabia has created the Saudi Arabian 
Monetary Agency to administer the country's finances. Saudi 
Arabia was the first Arab country to sign a Point 4 general 
agreeiient, January 17, 1951. Dr. Arthur Young, internationally 
known fiscal specialist, arrived in Jidda in July of last year 
to act as Financial Adviser to the Government of Saudi Arabia. 
After a careful study, Dr. Young recommended the establishment 
of a Monetary Agency to give the Government of Saudi Arabia the 
benefit of modern methods of handling revenues and expenditures. 
Such know-how was badly needed in the Arabian Kingdom because of 
the fifteen-fold increase in government revenues during the last 
decade resulting largely from oil revenues. 


The principal functions of the Monetary Agency, which was 
authorized by King Ibn Saud on April 20, 1952, and which is to 
have its main operating office in Jidda, will be to strengthen 
the currency of Saudi Arabia and to establish and fix its value 
in relation to foreign currency; and to aid the Ministry of 
Finance in centralizing the receiots and expenditures of the 
Governient in accordance with the items of the authorized budget 
and in controlling payments so that all branches of the Govern- 
ment will abide by the budget. 


George Albert Blowers of Pineville, Kentucky, who has wide 
experience in international finance and is a special adviser to 
the International Monetary Fund, has been nominated by the 
Minister of Finance of Saudi Arabia to be the first Governor. 
He will leave for Jidda on June 20. 


The Monetary Agency will be under the control of a Board of 
Directors, which will include the Governor, ali of whom will be 
appointed by the King of Saudi Arabia on the nomination of the 
Minister of Finance, 


The Monetary Agency will hold and operate any monetary 
reserve funds as separate funds earmarked for monetary purposes 
only, buy and sell for government account gold and silver 
bullion, advise the Government on new coinage, handle the manu- 
facture, shipment and issue of all new coins, and regulate 
commercial banks, exchange dealers and money changers as iiay be 
found appropriate. 


At the request of the Saudi Arabian Government, the Techni- 
cal Cooperation Administration of the Department of State, which 
administers the Point 4 program, assisted in the selection of 
Mr. Blowers, 


Mr. Blowers, a graduate of Harvard, was associated with the 
National City Bank in its branches in various parts of the world 
from 1929 to 1937. He was manager of the Bank of Monrovia, 
Liberia from 1938 to 1943 when he was named Governor of the 
State Bank of Ethiopia at Addis Ababa. He has attended many 
international conferences including the United Nations lMonetary 
and Financial Conference at Bretton Woods in 1944, Mr, Blowers 
Will leave the United States for Saudi Arabia on June 20. 


2° ¢ * 
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Decrees Sreating Saudi Arabian Monetary Agency 


Attached are copies of the Saudi Arabian Government decrees, 
both deted April 20, 1952 which create the Saudi Arabian 
Monetary Agency, The Monetary Agency thus established was 
recommended to the Saudi Arabian Government by Dr. A. HN. Young, 
Chief of the Public Administration and Government Services Group. 


Decree Wo, 30/4/1/1046 creates the Ag and states that 
its functions shall be to stabilise value of currency and 
to enable the Ministry of Finance to contro] expenditures in 
accordance with the authorized budget of the country. 


Decree No. 50/4/1/1047 is the Charter for the Honetary 
Agency. Under terms of the charter, the agency shall have an 
authorized capital of six million dollars, of which at least 
two-thirds shell be paid up prior to commencement of operations. 
Entire capital shall be provided by the Government. 


Among important operations outlined in the Charter are: 
(1) the ereation of monetary reserves, (2) the authority to 
and 8e1l for Government account gold and silver coin and 
lion, (3) the authority to act as depositary for all dovern- 
mont revenues and to act as agent for the Government in waking 
disbursements. 


the will be under the control of a Board of Directors 
to be nted by His Majesty the King, and nominated by the 
Minister of Pinance, 


The estadlishment of this Agency constitutes e import - 
ant achievment in the field of public finance end administration 
and is indicative of the contribution which TCA can make with 
the cooperation of the Seudi Arabian Government, 


FOR THE AMBASSADOR: 


Samuel S. Stratton 
wit 30/4/1/1000 U. &, Direetor, TCA 
(2) Decree $0/4/1/1047 
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Wo. 30/4/1/1046 Date: 25 Rajeb 1571 
(April 20, 1952) 


With the Help of God Almighty, 
We Abdul-Aziz Ibm Abdul-Rahman Al-Faisal, King of Saudi Arabia, 


In view of what our Minister of Finance has submitted to Us, and in 
view of the fact that the necessary measures to be taken to strength- 
en the currency of the State and to stabilize its value and to fix 
this value in relation to foreign currencies are necessitated by 
peed red dn eh nn BaF BL AT Ey losses 
resulting to the and le from fluctuations in the 
value of foreign resul because there is no fixed 


We therefore ordain the following: 


Abe There is created according to these regu- 
ons an institution to be called "Saudi Arabian Monetary 
Agency," the main operating office in which it shall start 
its functions to be in Jidda. It shall have branches and 
agencies in the places where required. 


Article 2. The functions of this Agency shall be: 


Pirst: Tos the currency of the Stete and to 
stabilize its value and to fix its value in relation to 
foreign currencies. 


Seoond: To aid the Ministry of Finance in centrallsing the 
receipts and expenditures of the Government, and in control- 
ling expenditures in accordance with the items of the 
authorized budget. 


Third: The Agency shall neither charge nor pay any profits 
on its receipts and payments and shall not act in any manner 
which conflicts with the teachings of the Islamic Law. 


*eene#e#eee#e#eee#«# 

* the two Decrees, 30/4/1/1046, and 50/4/1/1047, and the Charter 
were published in the Sroleneee to the Official Gazette 
Om @1 Qura, Ho. 1410, dated 3 Shaban, 1571(April 27, 1956) 


K beens * 


Page 1 of Enclosure 2 to Jidda TOTEC Despéch 1 of May 1, 1952. 


Ho. 30/4/1/1047 Date: 25 Rajab 1371 
(April 20, 1962) 


With the Help of God Almighty 
We Abdul-Azis Ibn Abdul-Rehman Al-Paisal, King of Saudi Arabia, 
seeing the Decree BH. 30/4/1/1046 issued 25 Rajab 1371 and 
attechea $e tate teden ond ide conanete’ of tre Saeed: and 
In view of what Our Minister of Finance has submitted to Us, 
We ordain the following: 
The Charter for the Saudi Arabian Monetary Agency referred to 


above and attached to this Order is hereby sanctioned, and We 
order putting it into effect. 


~ a 


\ 
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4. The Agency shall have the following functions in relation to 


currency: 


or buildings and equipment which the 


of operations. Paid in capital 


value of the currency. 


(a) To stabilize and maintain the external and internal 
(W) Fo aoate Tent carmaruhe for mckotery purposes snly, 
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(¢) To buy and sell for Government account gold and 
silver coin and bullion, 


(6) To advise the Government about new coinage and 
henéle the manufacture, shipment and issue of 
all coins; it being understood that coins would be 
issued only through and at the request of the 


(e) To regulate commercial banks, exchange dealers and 
money changers as may be found appropriate. 


5. The Agency shall aid the Ministry of Finance in centraliz 
the receipts and tures of the Government in accordance with 
the items of the authorized budget and in controlling payments so 
thet all branches of the Government shall abide by the budget. To 
that end the Agency shall have the following functions; 


(a) To receive and act as depositary for all revenues 
ineluding receipts from concessionaire companies, 
from customs, from the Haj and from other sources, 
and to maintain deposit accounts under such heads 
as the Government through the Minister of Finance 
may direct. 


bd) To act as for the Government in t 
? Teir ted sae lcmedrarmeta te tones, 


6, ‘The Agency shall establish @ Research Department to collect 
and data needed to aid the Government and the Agency in 
f ng ané carrying out financial and economic policies. 


7, The Agency shall not charge any profits on its receipts and 
payments and shall not act in manner which conflicts with the 
te of the Islamic Lar, Agency shal) not undertake any 
of the following functions: 

(a) Paying or receiving interest. 

(b) Receiving private deposits. 


(e) Making advances to the Government or to private 
parties. 


UNOLASS IP IED 
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(4) Engaging in trade or having an interest in any 
comercial, industrial or agricultural enterprice. 


(e) Buying or holding fixed property except what the 
Ageney reasonably needs for its operations, 


(f) Issuing currency notes, 


IV. Direction and Administration 


8. The Agency shall be under the control of a Board of Directors 
which shall be generally responsible for its efficient adwinistra- 
tion and operation and shall have such powers as are neces and 
appropriate to that end. ‘The Soard of Directors may make pow 
rules and regulations as it may consider necessary and appropriate 
to the conduct of the work of the Agency in accordance with this 
charter. In the event that changes in this charter are found 
necessary, the Board of Directors shell recommend them to the 
Government through the Minister of Finance. 


9. The Agency in the name, "Seudi Arabian Monetary Agency", shall 
be a corporation with continuing succession. The Ageney is 
authorized to take such action as may be necessary and appropriate 
to give effect to thie charter including, but without thereby 
limiting its euthority, authority to make contracts, to acquire 
and hold and pledge assets, and to incur such abilities as are 
necessary and eppropriate to the conduct of its operations, 


106, The Board of Directors shall consist of a President, a Vice - 
President, a Governor of the Agency, and two other members, These 
shall be appointed by an order of Hie Majesty the King upon 
nomination by the Minister of Pinence. 


ll. The Minister of Finance shall nominate the Governor of the 

ang obtain an order for his appointment from His Majes 
we tas. The Governor shall not be removed from office excep 
by an order from His Majesty the King. 


12. Oe ae Oe sate to Oe Crema Seep 
Minister of Finance monthly reporte of its operations. The 
Ageney shall be subject to audit by auditors appointed by the 
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CONFIDENTIAL April 30, 1952 


SAUDI ARABIAN MONETARY AGENCY 
Gonversations in kiyadh with the Minister of Pinance and 
Ass + Deputy ster, April 25-25 


At the time of leaving for Riyadh with Hajib he stated that he 
had just received word that the two decrees creating the Agency and 
approving its charter had just been issued. 


After arriving in Riyadh we called on the Minister. He had 
copies of the decrees which he gave me, Najib stated that they were 
not materially changed from the draft I had submitted in February. 
The only important change was to increase the membership of the Board 
of Directors from three to five, The Minister further stated that 
possibly there should be six instead of five. He asked my opinion 
as to who the members ought to be. He mentioned the possible desir- 
ability of including Kaaki and one or perhaps two representatives of 
the foreign banks, I stated that I wished to consider the subject 
and that I would discuss it with him the next day, 


I then said that I was gratified that the Minister had sent word 
to me that he wanted to engage Mr. Blowers and said I had already 
sent Mr, Blowers a preliminary telegram, I then handed the Minister 
a draft letter to Mr, Blowexs based upon Mr. Blowers! letter of 
February 18 to me. Also I submitted an Arabic translation, A few 
days before, when I got word re engaging Mr. Blowers, I had given 
Najib a copy of Blowers! letter to me dated February 18, 1952, cone 
taining these terms, Apparently Jajib had discussed this with the 
Winister. When I submitted the draft he said that everything was 0.x. 
except that he did not wish to have anything to do with the 0,8. ine 
come tax. If the tax were changed, as it might be, that would be a 
natter between American citizens and theix Government. Also U.S. 
rates were high and he had no idea what sort of liability he might be 
assuming, He thought that it would not be necessary for Blowers to 
be in the United States on Agency business long enough to become 
liable to tax; and that if this case arose it might be possible for 
someone else to attend to the Agency business there. Since the 
Wanister and Najib had agreed to all of Mr. Blowers! terms except 
re tax, and as they were quite firm on this point, I said I would 
forward a revised letter to him, Najib and I then revised the letter 
as desired by the Minister, and the Ministex signed the Arabic orige 
inel and a duplicate. I stated that I would communicate vith 
ur, Blowers by telegraph and forward the copies by mail and that I 
hoped he would accept. 


I asked the Minister whether he was ready to provide the 500,000 
sovereigns as capital. He stated that he would turn over to the 
Agency as capital that amount of the new sovereigns and also the re- 
maining 500,000, together with §R16 million which were on hand, these 
latter sovereigns and riyals to be issued through the Agency, 


As to the building, he stated that unfortunately the B 
had not yet agreed to release it. He said that SAG is cont to 
ress them to do so, and hope to get the building soon, but not 
dicate when this might result, Since after possession is obtained 


to 


e-- @ 


and which is centrally located. This building is now oc- 
eupied by offices of the Ministry of Finance which could be trans~ 
ferred to another location, Wajib would send instructions to 


oa Be to go there with me and with a reprosentative of Michael 
’ 


Tne, who could do the necessary remodelling. 


We discussed the question of vaults, We shall look into that 
When we inspect the building, The Minister said that we could order 
ep aes Qairo or London such safes as might be necessary for 

encys 


The Minister remarked that he hoped the Agency would obtain the 
full confidence of the community and that in time other banks and 
merchants would deposit. their money there. (I made no comment on 
this since it could not be done under the charter, but presumably 
the Agenoy in due course would become a center for bank clearing and 
hold bank funds, but probably not the funds of the public, and the 
charter then oould be changed accordingly). 


The Minister raised the question of correspondents for the Agenoy, 
He desired that the Agency make use of banks that in the past had 
given good service to the Ministry and mentioned particularly the 
Chase Bank, Guaranty Trust Company of lew York, the Netherlands Trad- 
ing Society and the Bank Misr of Cairo, I stated that certainly the 
Agency should use these organizations, and would take up the whole 
subject with Mir. Blowers. The Agency might also wish to appoint 
others and I mentioned that Mr, Blowers had said he had connections 
with another leading New York bank which he thought might also serve 
as correspondent, I mentioned also the need for correspondents in 
London, Tho Minister referred to the intention of the Bastern Bank 
to establish a branch in Dammam and thought that maybe they could be 
correspondents. 1 stated that Er, Blowers and [ would consider this 
entire matter carefully and submit to him our recommendations. 


The Minister referred to the Government's gold and silver mine 
located about half-way between Jidda and Riyadh. He said that there 
should be production within two or three months and he wanted the 
Pee! to take charge of the refining and handling of the gold and 
Silver produced. He asked me to disouss tha subject with wir, Karl 
Peters, who is in charge of the mine. I stated that I would do so 
upon returning to Jidda. Najib gave me a letter to Mr. Peters, 


Also the Minister referred to the possible creation of a mint 
in Jidda, I stated that I would study this question and let him have 
my Views later, intimating that there might be difficulties. 


I stated also that last February when the charter was drafted 
I had made a revision of my preliminary report on creation of the 
Agency. I suggested that it would be helpful if the report were made 
available to those interested in order to help them to understand what 
the Agency's work was to bo, I stated that as soon as the revised 
report 1s ready in Arabic translation I would submit it to the Min- 
ister. He stated that he was agreeable in principle to such issue 
of the report, 


as to the new po one rage erat on AP lh 
oted ssuance sovereign at a fixed 
je oa th th Wie dolla, I did not heution 8 figures stating 
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‘4 nine referred to the riyal end stated that it had been’ possthie 
t west a eany ee for the past four months by control the 

ssuance of the’ minted riyals and in one instance by antici- 
pating the purchase of ee cate requirements at a time when 
the tended to be Weak, hed out that it would be desir~ 
able after the new gold coin R ssued to do what is reasonably 
possible to maintain stable relationship between the riyal and the 
new gold coin: bat that the Government ought not to make any commit. 
nent to maintain a fixed rate in view of the fact that the riyal's 
value might change materially due to factors sugh as a change in the 
World silver price, which are entirely beyond Saudi Arabia's control, 


The Minister stated that he had arranged for me to have an 
audience With His Majesty the King, He hoped that J would assure 
His Majesty, first that the Agency was a Very constructive step for- 
ward, and second that its operations would be entirely in acoord with 
Islawic law. I stated that I would have pleasure in doing éo. 


On calling upon His Majesty on April 24 we found him in excellent 
spirits and much better health apparently than on previous’ occasions 
when I had seen hin. In response to my inquiry about his health, he 
stated, "I am sure 1 am strouger than you aré"l I told His Vajesty 
that r’ thought that the Minister had taken a most desirable and ime 
portant initiative in proposing to oreate the Agency; that I was « 
much gratified that His Majesty had sanctioned it; that I had been 
very glad to cooperate in this matter; and that I felt that the 
Agency could accomplish a great deal for improvement of the monetary 
situation and the handling of public receipts and payments. I as- 
sured His Majesty that it had always been intended that the Agency 
should operate in complete accord with the Islamic law in accordance 
With what I knew to be His Majesty's strong wish, His Majesty then 
spoke with deep feeling about the Islamic law and its virtues. Finally 
he voiced appreciation of the helpful attitude of the American Gov- 
ernment in these matters and of my part in thea, 


When I next spoke with the Pinanoe Minister I brought up the 
question of the Board of Dixectors, having meanwhile discussed the 
subject with Wajid. Najib told me that the Minister had asked him 
to be Vice Ghairman, I asked Jlajib whether it would be embarrassing 
fox him if I should mention to the Minister that I thought 1t would 
be helpful for him to be Vice Ohairman, Majib indicated that it 
would be best for me merely to say that he should have as Vice Ghair- 
man someone in whom he had confidence and who could act for hin when 
he Was not in Jidda, I spoke accordingly to the Minister, With réf- 
erence to the Minister's suggestion about naming Kaaki and someone 
from the foreign banks, I stated that the current conduct of the 
Board's work should be * centralized in an Bxeoutive Committee consist- 
ing of the Chairman, the Vice Chairman and the Governor, In that 
ne yraiy Mes vould y be possible to take current decisions on be- 


also it would permit confidentially 
coteln uatare tat it nit oot bo siriseble te cuss with other 
eee at tie beet if they vate bankers, I expressed ten- 


tati' in the Par of Kaaki, Roving in S0n8 24 
seamen ine op0k the fact thet ho’ would an agent of 








iat oF 
‘in some places, the importance of his good will, the Min- 
rong ing him in and the fact that he probab 





ane 


An 


Arthur W. Young 
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The establishment of the Seudi Arabian Monetary 

Agency stands out, I think, us a very important achiev- 

ment of TCA and, of course, is the work of Dr. Young, 

I believe the establishment of this agency may be 

regarded as one of the Quid Pro Quods you mentioned in 

regard to the railroad survey. 


Tt also, if it functions properly, should be one 
factor in introducing a sound financial plan for rail- 
road construction. 
























April 8, 1952 


WEMORANDUM FOR: Dr. Stratton 





Confirming our conversation of yesterday, I shall 
be grateful if you will say to the Finance Minister, 
if you see him on your trip, that I had suggested that 
you inquire as to the status of the proposed Monetary 
Agency, which is a vital part of the program of mone- 
tary improvement (SAG does not speak of "reform") and 
for the handling of public funds. 


If the Minister states that the matter is still 
delayed, you might intimate that if he thinks it would 
be helpful he might ask me to come to Riyadh to help 
find a solution. 


If he indicates that the Agency plan has been or 
is about to be approved you could indicate that I 
would like to take the necessary action as soon as 
possible with his approval to engage Mr. Blowers, and 
otherwise to get on with setting up the Agency. If 
Najib Bey Salha is returning to Jidda before the Aramco 
negotiations begin, presumably he and I could attend to 
these matters. If not, you could also intimate that 
the Minister might ask me to come to Riyadh to help in 
taking the necessary action. 


Arthur N. Young 





be 
HPIDENTIAL ® @ roris 6, 1952 


CURRENCY AND BANKING; Report for the period July 12, 1951 
to March 31, 1952, 


1. I have been able to concentrate on this field and substantially © 
to complete the planning because delay in arrival of the members of the 
Financial Mission made it impracticable to do much in their respective 
fields of work, Nonearrival of a secretary until February, however, handle 
capped the work and I had to rely on partetime local American help, This 
report outlines what has been done and the present status, Further infore 
mation is available in various reports of the Bmbassy at Jidda and in ine 
formal correspondence with officers in Washington, 


2, The Finance Minister at the time of my first call referred to his 
interest in the creation of a Government bank, After investigation and 
discussions with the Minister I submitted on November 14, 1951, a report 
recommending the creation of a Government bank to act as'fiscal agent, to 
handle currency matters and to conduct economic research, Soon after the 
report was submitted the Minister stated that. he was in full agreement 
with it and that he had recommended to Riyadh that the proposal be put ine 
to effect, .I had recommended that the Government engage a qualified for- 
eigner to organize and operate the bank, Learning that Mr, George A, 
Blowers of the International Monetary Fund might be available for this 
work and that he would be in Athens in February I arranged for the Mine 
ister to invite him to visit Saudi Arabia, He arrived in February and 
he and I spent several days in Riyadh where we conferred on this subject 
with the King, Crown Prince and Minister, One point raised in Riyadh 
was that in view of Islamic law the institution should not charge or ree 
ceive interest... To meet this point a specific prohibition was included 
in the plan and the name was changed to "Monetary Agency", On returning 
to Jidda Mr. Blowers and I drafted a royal decree and a charter for the 
Agency, The draft charter embodied the main points in my report of 
November 14, 1951, The capital would be 500,000 gold sovereigns, about 
f6 million, The Minister approved these documents and forwarded them to 
Riyach where he hopes for early action, He has indicated a building where 
the Agency may be located in Jidda, 


Final action on the plan has been delayed because of disazreement 
between the Minister and the Crown Prince whether the head office should 
be in Jidda or Riyadh, Delay in setting up the Agency hinders progress 
with the contemmlated monetary reform and also with development of pro» 
cedures for fiseal control, 


5, The Finance Minister at the time of my arrival asked my views on 
currency improvement and particularly the introduction of the newly coined 
gold sovereign of which about a million had been coined in France, There 
had been a plan sponsored by the former manager of the Bank de 1' Indochine 
to issue these coins on a bimetallic basis at a ratio of 40-1 to the 
fulleweight silver riyal, I advised the Minister that such a plan of 
bimetallism would be impracticable as a basis for a sound reform, although 
with good fortune it might work for a while, and advised against any come 
mitment to tie together the riyal and the new gold coin. I suggested 
means whereby the gold coin could be issued if desired without being tied 
to the riyalj but stated that I wished to give further study to the basic 
monetary problem, The Minister decided to take no action pending prepar- 
ation of 4 comlete monetary plans 


I made a full study of various possible types of reform, I rejected 


if villieiaiillias 


various possible choices, namely, bimetallism (because the future ratio 
between gold and silver is sure to continue unstable); a silver standard ~ 
(because there are no present or prospective national or international 
policies that zive any confidence in silver's future stability as a mone- 
tary standard); the British gold sovereign (because the supply is limited, 
and the value affected by wide fluctuations and beyond Saudi Arabia's 
control); a sterling standard (because of the disadvantage of a link to 
the pound in view of existing uncertainties and trade and exchange cone 
trols); and, finally, the International Monetary Fund standard based on 
gold at $35 per ounce (because a gold currency at that value would be 
drained away by pull of the free gold market, and the alternative, a mane 
aged paper currency redeemable in dollars at #35 per ounce, would be sub- 
ject to abuse), 


I concluded by a process of elimination that, given the penchant of 
the people for metal currency an¢ the unwisdom of a national paper currency, 
the wisest choice would be a gold standard based on the new gold sovereign 

which should be linked to the dollar, It should be linked at a rate that 
would give it a value sufficiently above that of the fine gold content 
(worth $8.24) to avoid any likelihood of the coin being drained away to 
the free gold markets, but not higher than necessary for that purpose, 
The rate should be definitely below the value of the British sovereign 
(now about $12), Tentatively it should be around $10, which corresponds 
toa free gold price of about £42.50 per ounce compared with the free 
price which has ranged between about f36 and £40 since the IMP liberal- 
ized its attitude on free gold sales in September, 1951, It thus would 
be something of a novelty, a gold currency with a fiduciary element, The 
Government would buy the coins from the Agency at their monetary value 
ang set aside as reserve in the Agency the excess over the value at $35 
per ounce, thus making possible ready convertibility, 


The establishment of such a system would require the machinery of 
the proposed Monetary Agency. Once the Acency is established the reform 
could be accomplished in two stages: first, introduction of the new gold 
coins and, second, the subsequent introduction of a system of convenient 
token silver and minor coins on 4 decimal basis, The silver coins wovld 
gradually be substituted for the riyal, J am awaiting comment from the 
Bureau of the Mint in Washington regarding certain technical matters ree 
lating to the choice of fineness and alloy for a new system of coins, 

The minor coins would be the existing girsh which with a slight change 
in value could be tied to the gold coin at 1,000 qirsh per sovereign, 


Since the riyal is the present main currency of the country, the ree 
form would be conducted with careful regard to avoiding prejudice to 
holdera of riyals, and the riyal would be kept as steady as possible in 
relation to the dollar and the new gold coin but without commitment to 
keep any fixed rate, 


The outline of the currency plan has been discussed orally with the 
Minister and with the Assistant Deputy, Najib bey Salha; and also in very 
general terms with the Crown Princés they all indicated general agrees 
ment, I have not submitted any formal report pending action on the plan 
for a Monetary Agency, The elements of a report, however, are in hand 
and can be submitted without much delay at the right time, 


4, Meanwhile I have advised the Government to keep the riyal as 
steady as possible in relation to the dollar, Last fall the Government 
wished to place a large order for new riyals in Mexico; but I persuaded 










the order to 25 million, feeling that an immediate order 
er would be adequate to check any tendency of the riyal to 

in value, Since the middle of December the riyal has been quite — 
ady in value at about SR3.75 per doller, with fluctuations of about 
@ither way, This has been made possible by favorable basic conditions, 
“by Government acceptance of my recommendation to refrain from issuing © 
BO million of the new riyals; and by the Government on my recomnendation 
advancing the purchase of its riyal requirements on one occasion when the 
~ piyal showed signs of weakening,s 


It is not practicable for the Government to do much to regulate the 
value of the British sovereign, which has an international market and is 
easily smuggled, I have recommended, however, that the Government buy 
sovereigns locally in times of local weakness, and import them when the 
sovereign locally is strong, 


— 


5, SAG expressed the desire to purchase the new silver riyals to be 
ordered from Mexico with the help of the stabilization fund under the 
agreement of May 27, 1950, with the United States, The Treasury concurred 
in my recommendation that the agreement be interpreted to permit doing 
thise 4,500,000 of the fund has been so used, The availability of the 
fund for this purpose has made it easier for the Government to accept my 
recommendation to withhold riyals from issuance and thus to accomplish the 
object of stabilization, SAG has requested extension of the stabilization 
agreement for two years from the expiration date, May 27, 1952, with an 
amendment permitting use of the fund to stabilize the value of silver 
coins (if issued) other than the riyal.e 


Paths h | 


Arthur ,\ Young i 
Winancial Adviser | 


He 
tor'a invitation, wr. Blowers end 1 fl 
on February 14, The Minister invited us t 
the eonversations before and after Luncheon, he stated that all 


the important peop 

institution to be set up on the Lines 
ters, however, there was concern about the poenibility that the 
institution would charge or receive interast, which, he pointed 
out, would be contrary to the Islemic law, He stated that the 
King and the Crown Prince might question me about this, le 
wanted me te reagseura them. ie said further that if they did 
not bring up the subject, he wished ne to do ao, 


I stated that I fully understood the Islamic view about ine 
terests that [ had never gontemplated that the institution should 
do anything in disregard of Islamic law; that the charter could 
epecifically state that the dinetitution would seither pay nor 
vocelve interest; and that I would be hap, y to make this oulte 
clear te His Majesty and the Crown "rinoe, 


Shaikh Abdullah further stated that the name of the inetitue 
tion had caused some concern, because "bank" was sesocleted with: 
interest, I stated that the institution could be called "i inan- 
gial Agency", if preferred. Shaikh Abdullah believed this would 
be desirable, (It was later decided to call it "Yonetary Agency.” ) 


The sane afternoon “ir, Blowers and I had an audiencé with 
Hie “ajeaty. The audience was intended to be private, but before . 
we the Shaikh of Catar, whe was the King's guest, cane 
into the court room, ecause of his being present, the King did 
not bring up any item of substantial business but merely anpeyed 
in some general conversation with us. ‘The interpreter, Abdullah 
Teviki (a supervisor of Aranco for SAC and & graduate of Texas 
A&M), stated that the King told the Shaikh that he had asked 
the American Government for the hel) of some financial experts, 
and that "Amerioans are very good in matters of accounting and 
currency". The King did not in any way refer to the specific 
object of our call, The King closed the interview by saying that 
he wished to see ue further privately, 


That evening we attended @ etate dinner given by the Crown 
‘vince in honor of the Shaikh of catar, After the dinner, the 


Jemal Musseini, had a short discussion with us, te sald thet he 

and the others there thought the genera) plan of the institution 

was good, ant that if the point about interest were covered, 
objections of consequence, 


On the following ne My, Blowers and I spent 
the morning going er detail the plan of the proposed insti- 
Se ee ee found ourselves 


in complete apreenent. Also, we dieousred 


ones 6 Sanat oe Bavaro iat Sey. tat eensen © walls 
that. ee iter bald be Itisenond " 
the ons of the officials of the goveranen 
S00 seneie.oten.b Liege te ay 
deposit oert D onder to, neat. the. needa 





mich e 

reform, ything roast thoabl i betas 
ey ever reasonably pras 4 
to ptabilize the riyal and protect ite velue, 

" We Lunched, with the Grown Prince, and after luncheon hed a 
private digcuasion of the with him. He atated that the 
plan had met with genera) acceptance ia Piyadh, but that there 
wore four points which he would atroaa: 


(Ads The head offioe should be in Riyadh. 


(@)» The dnatitation should keep Riyadh fully informed, of 
the yovernment's finaaolal operations and position, and should 
keep accounts showing the revenue receipts under four main heads: 
Aramco, the Haj, Customs, and Other Taxea, The inatitution 
should pooelve all revenue and control all disbursements. he 
sovernnent should have sonthly reporta. The government would 
ook to me ho gee to it that all this wae properly done. 


{3)e The Anstitution should not pay interest, and met have 
full regerd to the Telanio law. 


(4)-¢ The general phan of "a and the main personnel 
employed should be a) roved by Niyad). 


the Grown *rince went on to say that erszzond folt that the 
monetary situation might to be improved, and that the losoes an¢ 
{noonvenience rasulting Crom monetary fluctuations were oausing 
concern, The governnent wanted a stable currency. Ne stated 
further that the government was anxious for better aontrel of re- 
Gelyte and payments, 


I stated that his coments showed that he clearly 4, preciated 
the needs of the country and the main work of the proposed insti- 
tution, namely, to aid in better control of the publie finances 
ead to improve the qurrency situation, I e@xpresned gratification 
that the oh Pg was disvcacd to take this important action, 
The organ bone 1 stated, would, of course, keep such accounts 
as the governsent directed, mn T.eald that 2 well 
howe #3 the Islemio law on the subject, and that it had never 
been od that the inatitutlon pay or recelve interest, A 

on thie point could be included in the decree and 


4 
Rete ton the lo head office, 
other 


governnen 


dn tp of the 
Rie that of course the inetitution should keep the 
ly informed of ite operations, 
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) be Shanghai, I sald that 7 
o uy @ sign "Head office" 

iyadh, and thet certain vecords could ve kot there, and 

the ohie? operatione olearly should 

aequontly asked me for a letter on 

wrote him as per the attached copy. 


nob soe Mis Majesty beamuse the Shaikh of Cater again 
we wore expected. They haf a long talk and the 
ng excueed himself heosuse he felt tired, A’ Little later chalkh 
went to the King’s private quarters and had a talk he 
considered satisfactory, stating our views and covering the @ub- 
jects wo: Latended te Giscusa, ' 


Mer returning to Jidda the next day, February 17, the ine 
sever asked we to draw & copy of & proposed poyal decree @ubhor- 
ising the Agency in general terms. [ Gid so, and ay draft was 
accepted with ahanges to strose “etrevgthening” the currency 
vather then ewrency readjustment; and broadening the idea of 
interest to “profit. Shaikh Abdullah dove not wish to intro- 
duce the eudjeot of eurrency plane until the Agehoy is cleared, 


EE ESE 
BS Be 
#6 EFE 
B. Lee 

F 
ee 


The Winister further stated he wished to have a document 
setting forth all of the important elements of the plan so that 
he sould fully inform Riyadh. On Yobruary 16, “re flowers and 
I drafted a Drie? charter and had it translated inte Arabic, on 
February 19, we wont over this draft with the Minieater and Najib 
bey Salha, and they seamed generally satisfied. They said, 
however, that the nane "Financial Agency” still caused some diffie 
eulty. They suggested “Currency Institute’, to correspond with 
the Arabic wording they contemplated, i explained that it eould 
not be called “institute” dn Haglish, aid they finally accepted 
"“onetary Agency” for the English version of the name, They re- 
ferred the Graft charter to the Egyptian legal advisor, ite iuenk 
khalralla, te consider what Arabic legal wording would be proper. 


i recommended to the Minister that he engage Mr. Blowers to 
organize and operate the Agency, The Winieter said that he wanted 
me to do that, I explained that my functions were more general, 
in relation to the entire field of financial reorganisation. 
Further, I stated that while I had had csnshdapabte banking ox@ 
perience, I had never actually organised a bank, whereas Mr. Slowers 
had organised succesefully similar institutions in Liberia and 
Ubhiopia, and that I strongly urged that he be engaged, The 
Vinister then stated that he eonaidered it my general reaponale 
bility, and indicated that on that understanding he would be dis- 
posed te accept anyone I recommended, I did not presa the pube 
ject further at that stage, but gathered that he in favorably 
Giaposed to engaging it. Hlowers, 


ur, Blowers had previcusly indicated to me the conditions 
on which he might be willing to com@. ile ateted that firet he 
would have to be released by the Laternational Nenetary Pund, 
which he believed could be arranged so that he could cone 

a few wooks, lie would be wi) te come on the basis of 
a the Sdniever appodatin, as Governor, without 


on tualness would expect the ey to pay such 
Shap. bub bo 204 net exstitoune backs sttastions "| sumeevions 
these conditions to Najib without bringing the matter to a head 
ponding a fire decision to create the oye 1 paid to Nalid 

that the salary did not seem excessive, and that I had pee & 


eimiler in (tr. Blowers is now getting $16,000 
from the International Fund, and this ia free of Anerican 
texations) — 

Further, we disaussed with the “inister and Najib a building 
for the Agency in Tidda, eaid that @ centrally lecated 


building, near the Kinistry of Finance and the banks, that had 
been planned for an eaponition but never orcupded, would be availe 
able. Mf. Blowers and I made a brief catorsat inspection, the 

not Deing available, and felt that tho building could be made 
suitable; Mr, Blowers will lock into the cuestion of vault doors 
#0 that they may be ordered and obtained as promptly an possible 
if the Ageney in to be crented, 


on February 19, fr. Hlowers left for Athens. 
On February 84, Hasib wtated that the draft decree and 
oharter, with no material changes, were pos nt to riyadh on 


Hew ten! gb uf hand of @ man who was instructed toe seek royal 
approval and laauance of the decreas, Sasi believed there world 


be acaeyted, 
Arthur | e Young 
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‘eae y Sheth ittutty uleLean 
Wi te of haa ein of Seudi Arabia 


epeiag 


mith to the location of offices 
of the proposed Financial Agency of the Kingder of 
faudi Arebia, I an clad to stete my views as Your 
a requester 


the ey should maintain 

an important effice gt Tiyadh in omer to facilitate 
aa the Government of Wis Wajesty fully mi wae t 
of operations and te handle te and payments in 
the Yejd.. I believe, however, that the mmin operating 
office has to be at Tidda. This ie the eble? finan- 
glel city of the sountry, and the center for dealings 
in forsign currency ~ in which mort of the Government's 
revenue is ponolved, {% ds the chief port and the 
location of the principal business houses act bankas 
Any weasursa te etrengthon the currency ant te stabil- 
dso 4% internally and externally would have to be 
controlled from vidda, Finally Jidda in the head- 
quarters of the operations of the Ministry of Finanne 
and other Government Miniatries und departments. 


I an oonfident that the Oovernnent 
in making Sts declaion will wich te teke account of 
these considerations, 


hespectfully, 





COPIES of Decrees of April 20, 1952 establishing 
SAUDI ARABIAN MONETARY AGENCY 


x 
DECREE 


No, 30/4/1/1046 Date: 25 Rajab 1372 
(4prii 20, 1952) 


With the Help of God Almighty, 
We “bdul Aziz Ibn Abdul-Ramman Al-Faisal, King of Saudi Arabia, 


In view of what our Minister of Finance has submitted to Us, and in view 
of the fact thot the necessary measures to be taken to strengthen the 
currency of the State and to stabilize its value and to fix this velue tr 
Pelution to fore.gn currencies are necessitated by the interest of she 
State and people. and also to avoid the’ lossas resulting to the Treasury 
and the peonle from Sluctuations in the value of foreign currencies result: 
ing beacwuse there ia no fixed and stable value for the Saudi Arabien 
currency in relu ion to forsign currencies, 


We therefore ordain the following: 


get, hore is hereby created according to these regu- 


Anticie 1. 
lations an institution co be called "Ssudi Arabian Monetary Agency ," 


the main opersting office in which it shall start its functions 
to te Ja didce, Tt shail have branches and agencies in the 
places where requirad, 


“he functions of this Agency shell be: 


First: To surengthen the currency of the Stete and to stabilize 
its value and to fix it» value in relation to foratgn currencies. 


Second: To eid the Ministry of Yinanee in contrelizing the receipt 4 
end expenditures of the Sovernment, and in controlling expendi - 
tures In socordance with the items of the authorized budget, 


Third: The Apency shall neither charge nor pay any profits on its 
receipts anc payments and shall not act in any manner which 
conflicts with the teachings of the Islamic Lav. 


Ocvereeeenre 


: 
The two Decrens, 90/4/1/1046, and 30/4/1/1047, and the 
Charter were published in the Supplement to the Officta) 
Gazette, Ou sl Gura, No, 1410, dated 3 Shaban, 1371 
(April 27, 1952) 


Ro, 20/4/1/1047 


Wik the Hatp of God Kinsgity 
He Audul-Azin fbn Abdul-Rehwen Al-Palael, Ming of Saudl Arable, 
Ypor seeing the Deeres 1. 30/4/1/1046 iseued 26 Nolan 1871 end . 


the Chatter for tae Saudi Arabian donetary Sgency, whisk ts 
eiteched to tiie Order wid which conslats of twelve articles, aot 


In view of wat Ow Minister of Finance hes avbatbted to Us, 
We ordain thy folloring: 
The Yaarber for tae Saudi Arabian Honetiary Agency referred to 


ebcve and attached to thie Order is hereby sanctiuned, end We 
order outting li into etveet. 





sf eo % 


CIARTSR_OF SHE SAUDE ARABIAN WO.GTARY AGENCY 


ee Creation and Ob facts 


1, Thave is haraby created according to these regulations an insti - 
tution to be cal sd "Seudi Arabian lionetary Agency,” the main opernti ig 
office ln which \t shall start ite functions to be in Jidda. It shal. 
have branches an! agencies in the pleces where required. 

2, The objecte of the Agensy shall be; 

(a) To strengthen the currency of Seudi Arabia and to 
atab\lige it in relation to foreign currencies, and to 
avoid the losses resulting to the Government and the 
pecsle from fluctuations in the exchange value of 
Saud. Apablen coins whose rates have not so far been 
fixed in reletion to foreign currencies which form 
the wijor part of the Government's incone, 

‘o) To ed the Ministre of Finance in centralizing the 

eseipts and expenditures of the Jovernment in accord- 
ance with the {tems of the authorized budget and in 
sontvolling payments so that ell branches of the 
Government shell abide by tha budget. 


II, Capitel 


3. The Agency shall have en authorized capital equivalent to 500,000 
sold aererel wis calculeted at 212,00 and equivalent to $6,000,000), 
Ihe Covermment shell provide the entire cepital of the Agency. At Least 

two- thirds of tiv capital shell be peid in prior to commencement of 

operations. Faid in capitel shell include the value of a building or 
buildings and equipment which the Government may provide, 


Tif. Operations 
4. Vhe Agency sell have the following functions in relation to currency: 


\8) Yo aiwbdlize and maintain the externa) and internal 
values of the currency. 


' (bo) %o hold and operate any monetary reserve funds as separst« 
funds earmarked for monetary purposes only. 


fe} To buy end sell for Government account gold and silver 
coin end bullion, 































a edahee the Government about new ces us 
tie wemufacture, shipment end tsaze of ell ae F 
heing understood that colns would be Lssued only Gace 
und ab tae reguest ef the Agency, 


{e) To regulate cormercial banks, exchango dealers and oénit 
' cherzera ag iayr de found appropriate, 


5, ‘Tne Aganoy shall aid the “inlscry of Mnenea tn centraliaing tos 
raceipte end orranditures of the Sovernment ta accordence with the ita 
- the sutnorised oudget snd in controlling payments so thet all brent 
( the Joyarmient shell atide by the budget, Po thet end the Agency 
hel have the PolLoning funstiones a , 
(a) Terrace @lve ani act as depositary for all revenues including — 
tecelpts from concessionaire companies, from customs, from 
the Nay and from other sources, and to maintain deposi! ia 
accounts under such heada as cha Government through the 
nister of “inance may direc’. 


(i) To'seb ae ages for the Government in paying out funds for 
oirpovee duly mmproved by the Govarnient through the 
Mulsver of nance. 


4 


3, ‘the 4poncy etl estabiigh a Research Dapartnsnt to collect ani 4 
anilyee dete needed to ald the Government and-the Agency in formulating — 
aad carrying aul Smeanelal and dconoule policies. 
7, The Agency aonell not charge any profits on its resaipts. end poyuente 
wad abe, sot act in ang manvier which conflicts with the teachings of 7 
ise Ishewle Lav, The Agency shall not undertake any of the following — 
funevlowat 

{a} Peying ov receiving inverest. 

(h) Recoi¢ing private deposits. 
\G) Satay advances to the Sovernweat or to private parties. 


(a) vageging In trade or having éa Interest in any commerc! ei , 
ingestrial ov agricultural enterprise, 


io) SYuyiog or holding fined property except what the Agency 
reccenably mesda for itz operations, 


Lesulag, currency notes. 






























"8, The Ageney batt de onder the contrel of 2 Board of Dieta 
shall be Beige ty respaaiible for tts effictent sininist 
qnera>ior ” aid shel have much powers 68 ate necessary end apr. 
that ond. . Te Bea doof Divectors moy meke such viales and ragul 
45 may consider : ssooessry and | proprt Bte io’ the conduct of ihe ¥ 
the Apenoy in seostdeate Vth ‘this cherter. Jn tha event thet chan 
this therter ar¢ Com? necessary, the Board of Dirsctors shall Peet f 
ther oo ihe desenament through ths Kintster of Piaange, 


® The Sgepey fo the name, "Saudi Avebien “onetary Agency" r shal 06) * 
corporation with continuing, succession, The &égency is suthoriged te 
tike such antion se ray be yacessavy and appropriates to give effect So ™ 
his charter Indlucitw, bat without thereby Limttine Loe authority, 
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March 11, 1952 


His Excellency, Najib Bey Salha 
Tidda, Saudi Arabia 


Your Excellency: 


I shall be grateful if you will let me 
have one of the new Saudi Arabian gold sovereigns 
as a specimen, since I have not yet seen this 
coin. 


Thanking you, I am, 
Sincerely yours, 
Arthur N. Young 


Financial Advisor to the 
Kingdom of Saudi Arabia 


e "ge 
DEPARTHENT OF STATE | 
JUNE 13, 1952 FOR THe PRESS NO. 466 


SAUDI ARABIA ESTABLISHES MONETARY AGENCY 


The first major Point 4 project has just been completed in 
the Near East. Saudi Arabia has created the Saudi Arabian 
Monetary Agency to administer the country's finances. Saudi 
Arabia was the first Arab country to sign a Point 4 general 
agreenent, January 17, 1951. Dr. Arthur Young, internationally 
known fiscal specialist, arrived in Jidda in July of last year 
to act as Financial Adviser to the Government of Saudi Arabia. 
After a careful study, Dr. Young recommended the establishment 
of a Monetary Agency to give the Government of Saudi Arabla the 
benefit of modern methods of handling revenues and expenditures. 
Such know-how was badly needed in the Arabian Kingdom because of 
the fifteen-fold increase in government revenues during the last 
decade resulting largely from oil revenues. 


The principal functions of the Monetary Agency, which was 
authorized by King Ibn Seud on April 20, 1952, and which is to 
have its main operating office in Jidda, will be to strengthen 
the currency of Saudi Arabia and to establish and fix its value 
in relation to foreign currency; and to aid the Ministry of 
Finance in centralizing the receipts and expenditures of the 
Governiient in accordance with the items of the authorized budget 
and in controlling payments so that all branches of the Govern- 
ment will abide by the budget. 


George Albert Blowers of Pineville, Kentucky, who has wide 
experience in international finance and is a special adviser to 
the International Monetary Fund, has been nominated by the 
Minister of Finance of Saudi Arabia to be the first Governor. 
He will jeave for Jidda on June 20, 


The Monetary Agency will be under the control of a Board of 
Directors, which will include the Governor, all of whom will be 
appointed by the King of Saudi Arabia on the nomination of the 
Minister of Finance, 


The Monetary Agency will hold and operate any monetary 
reserve funds as separate funds earmarked for monetary purposes 
only, buy and sell for government account gold and silver 
bullion, advise the Government on new coinage, handle the manu- 
facture, shipment and issue of all new coins, and regulate 
commercial banks, exchange dealers and money changers as iiay be 
found appropriate. 


At the request of the Saudi Arabian Government, the Techni- 
cal Cooperation Administration of the Department of State, which 
administers the Point 4+ program, assisted in the selection of 
Mr. Blowers, 


Mr. Blowers, a graduate of Harvard, was associated with the 
National City Bank in its branches in various parts of the world 
from 1929 to 1937. He was manager of the Bank of Monrovia, 
Liberia from 1938 to 1943 when he was named Governor of the 
State Bank of Ethiopia at Addis Ababa. He has attended nany 
international conferences including the United Nations lionetary 
and Financial Conference at Bretton Woods in 1944, ir, Blowers 
will leave the United States for Saudi Arabia on June 20, 


> — % 





American Embassy, 
Jidda, Saudi Arabia, 
October 16, 1951. 


Mr. Charles F, Thomas, 

c/o Mrs. Frank Vanderlip, 
Beechwood, 

Scarborough-on-Hudson, N.Y. | 


Dear Tomuy: 

I thank you for your letter of September 2th re 
garding George Greene, I am not yet ready to write to 
him, since the matter has not yet advanced to the point 
of specifically seeking a man. I shall be grateful if 
you will keep my ingufry es confidential, 


It is good to know that you are steadily improving, 
and I hope that this will continue. 


With all good wishes, I am 


Sincerely yours, 


Arthur N. Young 





c/o Mrs. Frenk Venderlip 
Beechwood 
Scarborough-on-Hudson, N. Y. 





ATRMAIL September <4, 1951. 





Mr. Arthur N. Young 

c/o Office of Near Eastern Affairs i 
Room 3220 A 
State Department Building 
Washington «5, D. C. 


Dear Arthur: : 


It was very pleasant to hear from you again after these several years 
and to know that you are well recovered from your illness, which you 
had after leaving China. 


As you know, I think very highly of George Green. After leaving the 
E.C.A, he was in the Central Intelligence Agency in Washington for 
several months and lest spring left there to head up a Committee for 
Free Asia in San Frencisco in April of this year. I presume it was 
done with the blessing of that Agency. He has been busy organizing 
the activities of the Committee and the last I heard he wes planning 
a trip to the Far East in connection with his work. 


Of course, I do not know whether he will be interested in underteking 
the assignment which you suggest but I think he would be an excellent 
man for the job which you suggest. George was always hard working 
and, as you say, has a good personality and broad interests. I would 
suggest that you write to him, and I shall not mention your inquiry 
until I hear further from you. I should imagine that George would be 
interested in something which might be more permanent than what he is 
doing now. I cannot recommend him too highly. 


After I was taken ill in September 1948 I have not done any work, and 
retired from the ben« on July lst @ year ago. I am glad to say that 
I am steadily improving, although not yet my old self by any means. 


With kindest regards end best wishes, I am 


Sincerely yours, 


8 


hake Terres 


Charles F. Thomas. 


P.S. Sorry for the delay in answering 
your letter but I have just retumed 
from three weeks in Maine end found 
your letter when I got back. 


C/O AMERICAN EMBASSY 
of HOAar LADLE ' JIDDA, SAUDI ARABIA at 


August 15, 1981 


Mr, C, F, Thomas, 

c/o Foreign Department 
National City Bank of lew York, 
55 Wall Street, 

New York, New York, 


Dear Tomny: 


I have recently come here as Financial Adviser, 
and head of ea finmeciel mission, et the instance of the 
State Department end Treasury, 


The Séudf Arabian Government wishes to establish 
a centrel benk, I am dubious about such an institution 
under existing conditions here if it should have the 
privilege of issuing notes and granting credit, But it 
might prove very useful as a fiscal agent. The Govern- 
ment's revenues are largely in foreign exchange from oil 
royalties and taxes, end such an institution might handle 
the Yovernment's exchange transactions, Also it could re- 
ceive and pay locel currencies for Government account, 
handle coinage and regulate the local money market, 


I have not yet mede an commendetions to the 
Government here on this subject trying to line up 
a@ man who might come here to help in setting up such an 
institution and in effect act for a time as its manager. 
There is no local talent here, so far as I can see, quali- 
fied for this, 


I am wondering what you would think of George H, 
Greene for this work, in case he were interested, George 
has a good personality and broad interests, Since he worked 
with you, I am anxious to have your opinion, I understand 
that he {s now President of "Committee for a Free Asia, Inc", 
245 California Street, San Francisco, California, 


Please treat this inquiry as confidential, I sug- 
gest that you address your reply to me in care of the Office 





Near Eastern Affairs, Room 5280, New State Department 
lding, Washington 2%, D.C, 






I was sorry to hear recently that you have not 
been well, and hope that you are now feeling better. Much 
has heppened, mostly bad, since we last saw each other in 
China, 

With ell good wishes, I am, 


Sincerely yours, 


Arthur li, Young 
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FROM: DEPARTMENT DATE: Jan 7, 1952 
NO.: 220 
CODE: En Clair RECD: Jan 8, 1952 


SENT JIDDA 220 RPTD INFO ATHENS 3215 FROM DEPT. 
TOTEC 
George A. Blowers International Monetary Fund to be 
cin athens Jan 15-Feb 15 available for consultation re bank 
at Jidda at your request with permission of Fund. 
ACHESON 


Original & 1 
fg 








BLOWERS, George Albert, bankers born Pineville, Kentucky, 
March 6, 1906 (son of Albert Cortelyou and Adelade (Gardner) B.; 
student of Columbia Military Academy 1922=24;) B, 8,, Harvard Univ., 
1928; Ph; D,, Liberia College, 1941; married (Nina Bogdanoff, Dec, 
21, 1934). With National City Banks since 1929, London, 1929, Singapore 
1930, Tientsin, 1991-32, Peking, 1933, Shanghai 1934-35, Hangkow 1936-37; 
General Manager Bank of Monrovia, Liberia, 1938-43; governor State 
Bank of Ethiopia since 1943; attended International Food Conference 
19435 United Nations Monetary and Financial Conference, Bretton 
Woods, 19443 Inaugural Meetings, International Monetary Fund and Bank 
of Savannah 1946; Paris Peace Conference, 1946; lst Annual meeting 
of International Monetary Fund and Bank, Washington, D, C, 1946; 
2nd Annual meeting International Monatary Fund and Bank, London, 1947, 
(Methodist, Clubs; Harvard (New York). ) Changed the Liberian 
currency from pound sterling to UJ. 5, Dollars introduced new Ethiopian 
currency in place of East African Shillings, (llome: Addis Ababa, 
Office: State Bank of Ethiopia, Addis Ababa, Ethiopia, ) 
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Jidda, February 19, 1952 





His Excellency Sheikh Abdullah Sukeiman 
Minister of Finance of the Kingdom of Saudi Arabia 
Jidda, Saudi Arabia 


Your Excellency: 


With regard to the location of offices of the proposed 
Finaneial Agency of the Kingdom of Saudi Arabia, I am glad to state 
my views as Your Excellency requests: 


Certainly the Agency should maintain an important 
office at Riyadh in order to facilitate keeping the Government of 
His Majesty fully advised of operations and to handle receipts 
and payments in the Nejd, I believe, however, that the main 
operating office has to be at Jidda, This is the chief financial 
city of the country, and the center for dealings in foreign 

~ in which most of the Government's revenue is received, 
Tt is the chief port and the location of the principal business 
houses and banks, Any measures to strengthen the currency and to 
stabilize it internally and externally would have to be controlled 
from Jidda, Finally Jidda is the headquarters of he operations of 
the Ministry of Finance ond other Government Ministries and departments, 


I am confident that the Government in making its 
decision will wish to take account of these considerations, 


Respectfully, 


ae Young 


Financial Adviser To The 
Kingdom of Saudi Arabia 
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CONPTORNTIAL October 19, 1952 


AUDTENCY WITH HIS ROYAL HIGHNESS THY CROWN 
PRINCE, OCTOBER 18, 1952 


At the audience, arranged by the Finance Minister, I was accompanied 
by Mr. George A. Blowers, Governor of the Saudi Arabian Monetary Agency 
and Mr, Sadek Bey Husseini, TCA Liaison Officer, as interpretor,. 


His Royal Highness expressed appreciation of my work and regret that 
I am leaving, TI asked permission of His Highness to make some observations 
growing out of my stay in Saudi Arabia, First I referred to the Monetary 
Agency and stated that I feel confident that it can be of very great value 
to the country. It is important that all revenues and expenditures of the 
country be centralized in the Agency, I recalled His Highness's remark to 
me some months ago in Riyadh that when a water tank has several spigots which 
different people can open, the supply is jeopardized. It can only be con- 
served when there is one spigot and one authority to control, He agreed 
that this is the situation about Saudi Arabian finances and promised to give 
his full support to the Agency, 


Next I stated that the currency measures being taken by the Government 
are important and that the Agency was well able, with Governmental support, 
to handle monetary problems, I added, however, that the rate of 40-1 could 
not be permanently assured because of the possibility of major changes in 
world prices of gold or silver, His Highness recognized this, The present 
measures therefore have to be regarded as transitional, Then I stated that 
I am submitting to the Government a full report analyzing the currency sit- 
uation and proposing further steps to be taken in due course after the 
present measures have operated smoothly for a period of time, 


His Highness asked the nature of these measures, I stated that an 
attempt to maintain stability in a full weight silver riyal could not be 
assured of continuing success for the reasons stated, and that the next 
step should be to adopt a new silver currency which would not run the risk 
of being smuggled out or of fluctuating in value; but that this measure of 
course could only be carried out with great care so that there would be no 
loss to holders of the present or new currency, It would thereafter be 
maintained firmly by the Agency at a definite value so that people holding 
the currency would not suffer loss when they exchanged it, His Highness 
said that there were two important principles relating to this matter, The 
first is that the Agency should not make a profit or act in any way contrary 
to the principles of Islamic law. The second is that the measures taken 
should be carefully explained so that the people would understand what is 
being done. I stated that as to the first point the charter of the Agency 
forbad the Agency from seeking a profit or acting in any way contrary to 
Islamic law and that the views of His Majesty and His Highness and other 
high officials on this point were fully understood and I am confident would 
of course be respected. As to the second point, I said that there should be 
no question of any deception of the people but that they should fully under- 
stand any action taken and that the action should be of such a nature as to 
safeguard fully their interests. 







© Then I referred to the budget and stated that Saudi Arabia was now 

rating under its third national budget; that each budget had been better 
han the last; that the Ministry of Finance is working very hard to improve 
getary procedure and control; and that I had good reason to expect that 


the budget now in course of preparation for the coming fiscal year would be 


an improvement on the others, I called attention to the need for economies 
and conservation of revenues for reserves and constructive purposes. His 
Highness strongly endorsed this idea, He stated that when one built a fire 
in the desert it was not possible often to get a large amount of fuel in one 
place, but by seeking fuel in various places enough could be gathered for one 
fire, He said that this is the situation about the budget. It might not be 
easy to make the desired savings in one or two places; but that by combining 
the savings from many activities there could be a worthwhile total saving. 


As to reserves I stressed the need of taking advantage of the present 
excellent oil revenues to put the Government in a solid position, The oil 
situation is subject to slumps and receipts may not be good in every year, 
Consequently now is the time to set aside reserves. Such reserves would per- 
mit strengthening and solidly maintaining the position of the currency, They 
help the Government to tide over any period of loss of revenue which might 
come as a result of depressed world economic conditions or war, Finally they 
would permit the continuation of the Government's programs of economic devel- 
opment without an interuption, 


His Royal Highness expressed full agreement as to the need for building 
up reserves and said that the matter would have his attention. 


In conclusion I stated that I have greatly appreciated the privilege of 
participating in constructive work in Saudi Arabia, and that I am grateful 
for the interest and understanding of His Highness and of other high officials, 
I stated that I could leave feeling confident that continuation of my work 
would be in good hands, with Mr, Blowers as Governor in charge of the Agency 
and with Mr, Dunaway and the other members of the Finance Mission, I re- 
quested His Highness to convey to His Majesty my respects and farewell, 


Arthur N, Young 
Financial Advisor 


Copies to: Ambassador Hare, American Iimbassy, Jidda 
Dr, Stratton, Country Director, TCA 
Mr. George A, Blowers 
Mr. John A, Dunaway 








October 19, 1952 


ik Ye CONVERSATIONS WITH THE MINISTER OF FINANCE, 
, OCTOBER 2-19, 1952 


During this period Mr, George A, Blowers and I had a number of important con- 
versations on the monetary and banking problems, On October 2 I stated orally to 
the Minister the following views on policy concerning the new gold coin and the 
riyal: 


1, Rates between the new sovereign and the riyal to be held stable, but on 
the clear understanding that changes in world values of gold and silver outside the 
recent range may force the Agency to change the rates, 


2. Issuance of newly-coined riyals will cause lower rates of foreign exchange, 
In any case the riyal's foreign exchange value should fall, This should happen 
before issuing the new gold coin--otherwise a fall in the latter's exchange value 
would hurt confidence. Also this course of action will avoid putting the new sov- 
ereign unduly high in relation to the British sovereign, whose value may fall, or 
to the dollar--which would be a temptation to counterfeiting. 


3, The new gold coin therefore should not be issued immediately after the 
Agency opens but only when the riyal is brought to the right level by issuing more 
riyals. 


4, The Agency at the outset mst be fully covered in riyale for all new sov- 
ereigns issued so it can firmly maintain therate set, That means that the new 
sovereign must be issued gradually, After the coins are well established the Agency 
may be able safely to reduce the coverage. ; 


5, The new sovereign should be held within definite limits in terms of dollars, 
the Agency to operate only at the upper and lower limits in dealings other than for 
Government account, It should control the foreign exchange rate in order to be on 
firm ground in controlling the riyal-new sovereign rate, 


6, Maintenance of the riyal per the above policy is only a transitional mea- 
sure pending issuance of a riyal with less silver content, because there can be no 
assurance of stability for the riyal, being a "full weight" silver coin, 


During the discussion of the above points, the Minister's comments indicated 
that discussion at this time of plans for a riyal containing less silver should be 
handled carefully so there would not be misunderstanding in Riyadh and by some of 
the public, Najib Sey Salha stated afterward to me his view that, once the present 
measures have operated successfully for a few months, a plan for token silver coin- 
age could be put in effect without undue resistance, But he shared the Minister's 
view that premature disclosure of these plans would be disturbing, 


At the opening of the Monetary Agency on October 4, the Minister surprised 
us by announcing that the riyal would be set at 40-1 in relation to the new sover- 
eign, We had previously prepared for the Minister the attached memorandum of 
October 4 and had given it to Najib, But the Minister was unavailable through the 
morning and it was not possible to give him the Arabic translation until after the 
opening of the Agency, 


In subsequent discussions the measures embodied in the Royal Decree which is 
about to be issued were worked out, along with the form of the announcement by the 
Minister and the issuance of two communiques by the Agency all of which are attached, 





4 


tober 17 the Deputy Minister, Sulaiman Hamad, informed me that Riyadh 
y put in the decree authorizing circulation of the new gold sovereign a 
fatement that it is to have a value of 40 riyals. He said that the Minister 
ngly opposed this, but that the outcome was not then certain, I told him 
at I thought the Minister's position was quite right and that he should certainly 
sist on the point. If he could not have his way, the decree should also contain 
| a@ statement that the Agency would be authorized to change the rate in the event of 
_ Major changes in world prices of gold or silver. He stated that he would tend to 
the matter, At this writing the decree has not been received in Jidda, to my 
knowledge, 


The question of the Agency undertaking to maintain fixed rates of foreign 
exchange, and so announcing, was also discussed. Mr, Blowers and I pointed out 
that there is no practicable way to maintain stability against both the dollar and 
sterling or against other currencies not moving with the dollar, and that the basic 
policy should be to maintain all practicable stability with the dollar, After full 
discussion this was agreed as a policy, but it was decided that it should not be 
stated in the Agency's ammouncement, The announcement rather will state as now 
contemplated that the Agency will operate to prevent undue fluctuations in foreign 


exchange. 


On October 17, the Minister asked me whether, at the termination of my work 
with the American Government, if I would be prepared to return to Saudi Arabia under 
an agreement with the Saudi Arabian Government to continue as their Financial Ad- 
visor, I stated that I very much appreciated his offer and that if he had any im- 
portant problems or difficulties on which I could be of help I would be glad to 
consider whether I could arrange to visit Saudi Arabia for a brief period for con- 
sultation, 










The Minister further stated that he wished to correspond with me about pend- 
ing developments, and would arrange this through Mr. Blowers, 


Arthur N, Young 
Financial Advisor 


Copies to: Dr, Stratton, Country Director, TCA | 
Ambassador Locke, Beirut 
Treasury Office, Beirut 
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MEMORANDUM FOR HIS EXCFLLENCY THR MINISTER OF PIRANCR 


Your Exeslleney desires the Monetary Agency to maintain a fixed rate between 
the Saudi Arabian sovereign and the riyal, We know from years of experience and 
from the experience cf others in the monetary field during the past centuries that 


that, even with stable prices of gold and silver, a fixed rate between gold and 
silver coins can be maintained cnly so long as the controlling authori 

cient resources te meet every demand for each of these coins at all times, At the 
moment that the controlling authority cannot supply one of the co: 
rate, the person requiring the coin seeks it elsewhere, and can 

more expensive rate, At that moment the fixed rate between the coins is broken. 


With these principles in mind we fee] that a rate of 40 riyals per Saudi 
Arabian sovereign is desirable, but that this is practicable only if the dollar 
value of the new sovereign is not mch Jess or greater than $10.75. This involves 
a riyal-dollar rate of about 3:15, to which approximate level the riyal should be 
moved from its present level of about 3:11, If mrket conditions make it imprac- 
ticable to attain and firmly hold the level cf about 3:16 for the riyal, this 
schedule of recommended rates will have to be reconsidered, 


This proposal is subject to the following points: 


1, ‘The Agency will do all it can to maintain these rates but cannot assure 
fixity in the event of substantial changes in the world prices of gold or silver, 


2. It is understood that the Government wil) do al) in its power tc ensure 
that the Agency has adequate resources to maintain rates, and will press other 
organs to act in a way that will assist in the swooth introduction of 
the new Saudi Arabian sovereign, It is understood that the Government wills 


(a) Issue the new Seudi Arabian sovereign only through the Agency, at the 
above rate, The Government will turn over the Saudi Arabian sovereigns on hand and 
on order at cost and the Agency will assume payment of the overdraft in the amount 
of the cost and place the balance of the receipts in the earmarked Currency Reserve 


(b) Supply the Agency's needs for newly coined riyals at the riyal-dollar 
middle rate currently maintained by the Agency, whenever the cost is above the 
middle rate. 


(c) Buy and sel) al) foreign exchange for al) organs of the Government hence- 
forth exclusively through the Agency, 


(d) Arrange with the Ministry of Defense and any others it can influence who 
hold or receive large amounts of coin to pay out sovereigns to the public through 
their payrolls, etc., and not to demand their conversion into riyals, 





 (e) Press 221 official organs (i) to with the provision of the 
Charter requiring deposit with the Agency cf all revenues, and (44) to place 
on deposit with the Agency al] holdings of gold, riyals and foreign exchange in 
excess of necessary working belances, 


In order that the Saudi Arabian sovereign may be smoothly and successfully 
introduced we make the following further proposals: 


3. The Saudi Arabian sovereirn is to be issued only after the riyal is brought 
securely to the right level by issuing more newly coined riyals, If the desired 
level is not securely attained before the next pay day (October 20) issuance of 
the new sovereign should be postponed for a brief further period. 


4e The Government should arrange with Kaaki, and if necessary with other 
operators, not to sel] dollars or other foreign currencies in excess of current 
receipts during a limited period to be agreed upon in connection with the intro- 
duction of the Saudi Arabian sovereign, 


5, ‘The Agency will request Aremco that it will not replenish its riyal bel~ 
ance during the introduction of the Saudi sovereign, but will await receipt of 
the 10 million riyals due to arrive in abcut a month, 


oe hina 


October 2, 1952 


{ OF CONVERSATION WITH SHAIKH ABDULLAH SULAIMAN AND NAJIB BEY SALHA 





Following a discussion of Monetary Agency and currency problems, I told Shaikh 
Sinsinh Setcboae toad the tontnaed cretdng of the gooey ponttbed to © tela my 
a close and that I am planning to leave in the near future, I stated that 
4s well able to take care of the work I have beon doing on monetary and 
Seeger The Minister expressed ge poy a Aen T tegg a ly with 
to the establishment of the Agency, He alse indicated confidence in Mr. 
as Governor. pete Rag vag ho tyne adler ay I would remain 
Pr feeder pap sayings < y I stated 
iors emilee: a full report on the monetary pro f Saudi 
» indleating the lines on which I think a program cf rs Ba ‘eek 
proceed, ‘The Minister said he welcomed this report. 


Se a at be POURS Gestatahion of He, Punany Se seas 2 
| 


if 


i 


4 
Et 
ti 

z 

: 


me as head of 1 gong Mission, The Minister indicated his approval of this, 
ee eee pone carne  eeveny Slee Oe 
a suitable Saudi Arabian institution to take ever my work, I also 

field of customs organization and tariffs the work of Mr. Dunaway 
Mr. Kennedy vould lead to a suitable readjustment cf the existing organization, | 
» Tates and regulations, 1 pointed cut that these gentlemen are contine i 
ir plans for implementation of their reconmeniations, ‘The Minister stated | 
Ais Site an te Bal Send’ ith the prot) 'ne ecemected vith eae AF Sb 
wished to give prompt attention te introduction cf a revived tariff and ; 
customs administration, le wished the problems to be considered first 4 
5, and he would support their conclusions, He hoped that I would par= | 
the discussions and that important constructive decisions could be an | 
fore my departure, 
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owing the meeting 1 told Najib Bey Salha that I hoped Shaikh Taha Dhulaimi 
Anwar would participate in the customs discussions because cf their exe 
and qualifications. He agreed and said he would ask Shaikh Taha to come 
Saturday from the Rast Coast, 


i 


for the Agency to handle receipts and payments of the Covernment, He said 
that Shaikh Hussein Jastaniya and his asscciates thought highly of Mr. Stacy's pro- 
posals, and that as Minister he supported action to improve the budget. He hopad 
that the forthecming budget would be better than its prodecessors. 


(my 


Arthur Ni, Young 


i 
I also referred to Mr. Stacy's work, and to the problems thet will arise in 
| 


Copies to: Ambassador Hare, Jidda 
* Dee Stratton, 2idde 


Preagury-Chfice,-Betret— 
Dr. Themas A, T.Cohe 
Yr, Robert ’ HEA, Dept. of State 
Mr. George Eddy, Treasury 
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CONFIDENTIAL a , i 19, 1952 

CONVERSATIONS WITH THE MINISTER QF FINANGE, ~‘/ 2- 

OCTOBER 2-19, 1952 — / L 

During this period Mr. Blowers and I had a mumber of important 
conversations on the monetary and banking problems, On October 2 
I stated orally to the Minister the following views on policy con- 
cerning the new gold coin and the riyal: 

1, Rates between the new sovereign and the riyal to be held 
stable, but on the clear understanding that changes in world values 
of gold and silver outside the recent range may force the Agency to 
change the rates, 

2. Issuance of newly-coined riyals will cause lower rates of 


foreign exchange, In any case the riyal's foreign exchange value 
should fall, This should happen before issuing the new gold coin-- 





otherwise a fall in the latter's exchange value would hurt confi- 
dence, Also this course of action will avoid putting the new 

sovereign unduly high in relation to the British sovereign, whose 
value may fall, or to the dollar--which would be a temptation to 


counterfeiting, 
3. The new gold coin therefore should not be issued immediately 


after the Agency opens but only when the riyal is brought to the 
right level by issuing more riyals, 

4. The Agency at the outset must be fully covered in riyals for all 
new sovereigns issued so it can firmly maintain the rate set, That 
means that the new sovereign mst be issued gradually, After the 
coins are wel] established the Agency may be able safely to reduce 
the coverage, 

5, The new scvereign should be held within definite limits in 
terms of dollars, the Agency to operate only at the upper and lower 
limits in dealings other than for Government account, It should con- 
trol the foreign exchange rate in order to be on firm ground in con- 
trolling the riyal-new sovereign rate, 

6, Maintenance of the riyal per the above policy is only a 

_ transitional measure pending issuance of a riyal with less silver 
content, because there can be no assurance of stability for the riyal, 


byes 
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being a "full weight" silver coin, 

During the discussion of the above points, the Minister's 
comments indicated that discussion at this time of plans for a riyal 
containing less silver:should be handled carefully so there would not 
be misunderstanding in Riyadh and by some of the public, Najib Bey 
Salha stated afterward to me his view that, once the present measures 
have operated successfully for a few months, a plan for token silver 
coinage could be put in effect without undue resistance, But he 
shared the Minister's view that premature disclosure of these plans 
would be disturbing. 

At the opening of the Monetary Agency on October 4, the Minister 
surprised us by announcing that the riyal would be set at 40-1 in 
relation to the new sovereign, We had previously prepared for the 
Minister ds stone memorandum of October 4 and had given it to 
Najib, But the Minister was unavailable through the morning and it 
was not possible to give him the Arabic translation until after the 
opening of the Agency, 

In subsequent discussions the measures embodied in af Royal Decree 
which is about to be issued were worked out, along with the form of 
wns ‘announcement by the Minister and the rae of two communiques 
by the Agency al] of which are attached, 

—— 

On October 17 the Deputy Minister, Sulaiman Hamad, informed me 
that Riyadh wishes to put in the decree authorizing circulation of 
the new gold sovereign a flat statement that it is to have a value of 
40 riyals, He said that the Minister had strongly opposed this, but 
that the outcome was not then certain, I told him that I thought the 
Minister's position was quite right and that he should certainly 
insist on the point, If he could not have his way, the decree should 
also contain a statement that the Agency would be authorized to change 
the rate in theevent of major changes in world prices of gold or 
silver, He stated that he would tend to the matter, At this writing 
the decree has not been received in Jidda, to my knowledge, 

The question of the Agency undertaking to maintain fixed rates 
of foreign exchange, and so announcing, was also discussed, Mr, Blowers 
and I pointed out that there is no practicable way to maintain stability 


eae 
against both the dollar and sterling or against other currencies not 
moving with the dollar, and that the basic policy should be to main- 
tain all practicable stability with the dollar, After full discussion 
this was agreed as a policy, but it was decided that it should not 
be stated in the Agency's announcement, The announcement rather will 
state as now contemplated that the Agency will operate to prevent 
undue fluctuations in foreign exchange, 

On October 17, the Minister asked me whether, at the termination 
of my work with the American Government, if I would be prepared to 
return to Saudi Arabia under an agreement with the Saudi Arabian Gov- 
ernment to contime as their Financial Advisor, I stated that I very 
much appreciated his offer and that if he had any important problems 
or difficulties on which I could be of help I would be glad to con- 
sider whether I could arrange to visit Saudi Arabia for a brief 
period for consultation, 

The Minister further stated that he wished to correspond with me 


about pending developments, and would arrange this through Mr, Blowers, 


Arthur N, Young 
Financial Advisor 


(Note: Ask John Stacy to fix up a monthly report on the basis of 
the above memorandum, 


Copies to: Ambassador Locke, Beirut 
Treasury Office, Beirut 


The Agency, in accorcance agith its Communique lio] of this 


prevent fluctuations in rates of foreign exchange. Agency 
will maintain these rates unless prevented by major changes in the 
world prices of gold or silver, 


As from today all Government Departments shall accept the 
Saudi gold sovereign at the rate of RS.40.- 


The Goverment has paid to the Agency in cash the full amount 
of its capital, equivalent to 500,000 sovereigns. 


The Agency will set aside in a Currency Reserve Fund the amount 
by which payments received for Saudi Arabian gold sovereigns exceed 
the cost of the coins. The Currency Reserve will be kept in 
dollars and/or gold in banks of high standing in the name of the 
Agency as a separate fund earmarked and used for the sole purpose 
of sustaining the value of the Saudi Arabian gold sovereign. 


In addition, under an agreement with the United States Govern- 
went, there is a Stabilization Fund of nearly U. 8. $5,000,000 
available to support the value of the riyal. 


Export of the new sovereign is prohibited, on penalty of con- 
fiscation. person or persons giving information lea to con- 
fiscation receive a reward equal to one-fourth of the value 
of such coins confiscated. 


Export of foreign gold coins is freely permitted subject to 
customs regulations, and licensing by the Agency. 


ont order of the Government, the Agency henceforth will administer 
ee al ie, with hes inport or export yt yrry 
notes, as wel] as the export sovere other 
foreign gold coins. The import of britase go 

foreign gold coins shall not be allowed except by a licence from the 
Agency, provided its entry into the country shall also be subject to 
permission by the Agency after examination of every amount imported. 
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“eter 3, ie 
Sommunique Ho. 2 

As provided by article 2 of Decree No.30/%/1/1046, the 
Agency will use all its resources to “strengthen the currency 
of the State and to stabilize its value and to fix its value 
in relation to foreign currencies". 

As announced by His Excellency the Minister of Finance, 
Shaikh Abdullah Al-Sulaiman on October 4th, the new Saudi 
Arabian sovereigns will be issued at a rate of SR4O equal to 
one S81. 

In order to carry out this directive: 

1.(a): In its transactions with banks and autnorized money 
dealers, the Agency will exchange sovereigns for 
riyals and riyals for sovereigns @ 40 to 1. 

(b): In its transactions with the general public, the Agency 
will exchange one Saudi sovereign for riyals at the 
rate of 40:02, and will exchange riyals for one Saudi 
sovereign at the rate of 39:20, in amounts of not less 
than 581000, 

The Agency will maintain these rates unless prevented by 
major changes in the world prices of gold or silver. 

2. The Agency will operate in the market with banks and author- 

ized money dealers to prevent fluctuations in rates of foreign 

exchange. 

3. In order to become eligible for transactions with the 

Agency, Banks and Money dealers must comply with the procedure 

to be preseribed in Communique No. 2. 


October 1992. 
Safar 3, 1372. 
Sommuniaue Bo. 2. 
Article 4 of the Charter of the Saudi Arabian Monetary 
Agency, which is sanctioned by 


Decree 
it a funetion of the Agency to regula 
change dealers, and money changers as may be found appropriate. 


The Agency accordingly directs: 


1. Banks ie vig in Saudi Arabia shall apply for registr- 
ation with Agency, shell submit statements of condition 
as of the 30th September 1952 and uonthly thereafter (ine- 
luding letters of credit outstanding), and shall submit 
mon reports giving the following information on their 
activities for month: 


(1) For each foreign currency which the bank has either 
bought or sold during the month, and for British sov- 


ereigns, the o balance in that currency, purchases 
sales, and pt eemngy dary , ‘ 


(2) Documentary Letters of Credit issued during the month 
classified by term (30 days, 60 days, 90 days, ete.) 


(3) Documentary Letters of Credit repaid. 
(4) Documentary Letters of Credit lapsed or cancelled. 


Applications for Registration must be made within 30 
days of the date this Communique is promulgated. 


2.  Bxehange dealers and money changers (other than banks) 
desiring to engage in transactions with the Agency shall sub- 
mit the following information: 


(1) Addresses of principal and branch offices. 
(2) Capite] employed. 
(3) Approximate annual volume of business. 
3. Any bank which fails to submit returns required under 
this regulation or submits returns which are in the j 
ment of the Agency as proven to be false or misleading 


material respect shall be liable to suspension or termin- 
ation of business. 


